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ABSTRACT
Two issues were analyzed--the changing

characteristics of early pension recipients and the costs of early
retirement. The analyses covered man and women aged 50 and older and
were based primarily on data from the Census Bureau's March 1984
Current Population Survey. Findings showed that the percentage of the
population receiving employer-sponsored pensions at ages younger than
65 had increased rapidly. Individuals with employer-sponsored pension
income had much lower labor-force participation rates than
nonrecipients of the same age and sex. While the majority of early
pension recipients who did not work appeared to be voluntarily
retired, a significant minority below age 62 had retired due to
disability or poor health. Early retirement represented a potentially
significant loss in federal tax revenues. Some recent legislative
changes reduced incentives for early retirement and removed obstacles
to older worker employment. Additional proposed changes would further
remove some financial incentives to retire early in public and
private plans. The importance of the adoption of further public
policies to encourage later retirement was seen as depending not only
on future economic growth but also on unforeseeable economic or
demographic circumstances that might alter the current view of what
policies will be needed in the next century. (Appendixes include
additional data and information on methodology.) (YLB)
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GAO
United States
General Accounting Office
Washington, D.C. 20548

Human Resources Division

B-222718

July 16, 1986

The Honorable Edward Roybal
Chairman, Select Committee on Aging
House of Representatives

Dear Mr. Chairman:

This report responds to your request for information on trends in the receipt of
employer-sponsored pensions before age 65, on characteristics of early pension
recipients, and on tax revenue losses due to early retirement.

The report documents the trend toward earlier receipt of employer-sponsored
pensions, shows that most pension recipients do not take other jobs, and estimates
both Social Security and income tax revenue losses due to voluntary early
retirement. The report also discusses some of the issues involved in the early
retirement trend and some of the legislative proposals to reduce incentives for early
retirement and reduce obstacles to older worker employment.

As arranged with your office, we plan no further distribution until 30 days from the
date of this report unless you publicly announce its contents earlier. At that time
copies will be sent to various congressional committees and subcommittees
concerned with aging, pens'ons, and employment opportunities as well as to the
Department of Labor, the Dapartment of Health and Human Services, and other
interested parties.

Sincerely yours,

,ee-eat(o."
Richard L. Fogel
Director



Executive Summary

Purpose The federal government has no consistent policy regarding retirement
age. On the one hand, the 1983 amendments to the Social Security pro-
gram will gradually raise the normal retirement age to 67 and reduce the
level of benefits for individuals who retire earlier. On the other hand,
federal policy offers favorable tax treatment for employer-sponsored
pensions that allow and encourage retirement at ages 62 and younger
and Individual Retirement Accounts and Keogh plans, which allow
funds to be withdrawn for retirement without penalty at age 59-1/2.

Retirement age has become an issue because of demographic projections
that show an increase in the older population and a decline in the labor-
force participation of older workers. Together these trends raise con-
cerns as to whether the future working population will be able to
support a growing number of retirees, particularly if the economy grows
more slowly than in the past. If this occurs, retirement benefits might
have to be reduced or retirement eligibility ages increased in order to
ease the tax burden on future workers.

Given these demographic trends, there is increasing interest in the age
when individuals retire. Data are, however, limited as to who is
receiving employer-sponsored pensions early and why, and whether
these individuals take other jobs or stop work altogether. The federal
cost implications of early pension receipt are also unknown. To begin to
address these information gaps, as part of a broader review of retire-
ment income policy, the House Select Committee on Aging asked GAO to
examine the trends and costs related to the decision to retire early.

Background The American retirement system is composed of a multitude of pro-
grams that provide pensions or Social Security benefits to specific popu-
lations. Some of these programs have been initiated directly by federal
legislation; others have been influenced by tax incentives and regulatory
provisions.

Until recently, the age of retirement was not a major issue in retirement
legislation. Instead, the primary objective has been to ensure an ade-
quate level of retirement income for the nation's elderly; at times, a
second objective has been to encourage older workers to retire in order
to make room for younger ones. Over time, numerous features were
incorporated in retirement plans that offered employees the opportunity
and financial incentives to leave their jobs at ages younger than 66.
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At the request of the Committee, this report presents information on
early retirement for individuals who have employer-sponsored pensions,
including private, federal, state and local, and military plans. Early
retirement is defined as both having a pension and leaving the labor
force before age 65. The information presented is based on GAO'S anal-
yses of data from the Census Bureau's Current Population Survey con-
ducted in March 1984, 1979, and 1974.

Results in Brief GAO'S analyses show that (1) the percentage of the population receiving
employer-sponsored pensions at ages younger than 65 has increased
rapidly, (2) individuals with employer-sponsored pension income have
much lower labor-force participation rates than nonrecipients of the
same age and sex, and (3) the resulting earlier retirement represents a
potentially significant loss in federal revenues. These findings raise
questions about the future financing of retirement benefits for persons
who are living longer and retiring earlier. They also raise questions
about federal policy regarding retirement eligibility age.

Some recent legislative changes have reduced incentives for early retire-
ment and removed obstacles to older worker employment. Additional
changes have also been proposed that would further remove some of the
financial incentives to retire early in public and private plans. Uncer-
tainty, however, over long-term economic and demographic projections
raises questions as to what Aiblic policy changes may be needed.

GAO's Analysis

Early Pension Receipt Is
Increasing

Early receipt of employer-sponsored pensions has become increasingly
common. Pension recipients as a percentage of the total population in
the age group 50 to 64 nearly doubled between 1973 and 1983. Among
both men and women, pension receipt at younger ages has grown faster
than among individuals age 65 and over.

Early Pension Recipients
Stop Working

One question about the trend in early pension receipt is the extent to
which pension recipients remain in the labor force (either taking
another job or looking for work). GAO'S analyses found that labor-force
participation of early pension recipients declined with age from Over
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40 percent among civilian recipients at ages 50 to 54 to less than 20
percent at ages 62 to 64.

In addition, all male pension recipients age 55 and older participate in
the labor force at less than half the rate of nonrecipients. Among
women, pension recipients were also much less likely to be in the labor
force than nonrecipients. Below age 62, the percentage of pension recipi-
ents in the labor force also declined over the past decade.

Some Individuals Retire
Early for Health Reasons

While the majority of early pension recipients who did not work
appeared to be voluntarily retired, a significant minority below age 62
had retired due to disability or poor health. Among male pension recipi-
Lnts who did not work in 1983, health or disability was cited as the pri-
mary reason by over half of those under age 55 and a third of those age
55 to 61. In addition, some pension recipients who remained in the labor
force and were looking for work were unable to find employment. About
11 percent of men and 8 percent of women pension recipients age 55 to
61 who were in the labor force were unemployed in 1984.

Estimated Tax Losses From
Early Retirement

Another question about the decline in labor-force participation of pen-
sion recipients relates to the cost in reduced tax revenues. Precise esti-
mates of the level of these revenues cannot be developed. However, GAO

developed illustrative estimates of added tax revenues if voluntarily
retired persons returned to work. These estimates represent additional
net revenue gains for 1983 only. For example, the added tax revenues if
between 10 and 25 percent of voluntarily retired pension recipients age
50 to 64 took jobs could range from $550 million to $1.4 billion.

Changes in Retirement Age
Policy

While the trend in pension plans has been toward encouraging early
retirement, there has also been a growing awareness of the increasing
costs of financing the retirement benefits of persons who are living
longer and retiiing earlier. Coupled with a concern over age discrimina-
tion against older workers, this has resulted in certain legislative
changes that encourage participation of older persons in the labor force.

One recent change is the 1983 amendments to the Social Security Act,
which raise the age for normal retirement benefits. The amendments
also contain financial incentives to work longer and disincentives to take
benefits earlier. The Age Discrimination in Employment Act of 1967 and
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its 1978 amendments, while primarily intended to prohibit discrimina-
tion, were also aimed at extending employment opportunities for older
workers

Additional changes have been proposed that would reduce early retire-
ment incentives in both public and private plans. How important it will
be to adopt further public policies to encourage later retirement will
depend not only on future economic growth but also on unforeseeable
economic or demographic circumstances that might alter the current
view of what policies will be needed in the next century. In the short
term, however, policies may be needed to address the problems of indi-
viduals who must retire early due to poor health or inability to find
work.

Recommendation GAO is making no recommendations.

Agency Comments GAO did not obtain comments on this report.
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The federal government has no consistent policy regarding retirement
age. On the one hand, the 1983 amendments to the Social Security pro-
gram will gradually raise the normal retirement age to 67 and reduce the
level of benefits for individuals who retire earlier. On the other hand,
federal policy offers favorable tax treatment for employer-sponsored
pensions that allow mid encourage retirement at ages 62 and younger
and Individual Retirement Accounts (niAs) mid Keogh plans, which
allow funds to be withdrawn for retirement without penalty at age
59-1/2.

Retirement age has become an issue because of demographic projections
that show an aging population mid a decline in the labor-force participa-
tion of older workers. Together these trends point to a decreasing ratio
of workers to retired persons; they also raise concerns as to whether the
future working population will be able to support a growing number of
retirees.

The American retirement system is composed of a multitude of pro-
grams that provide pensions or Social Security benefits to specific popu-
lations. Some of these programs have been initiated directly by federal
legislation; others have been influenced by tax incentives mid regulatory
provisions.

About 56 percent of civilian, nonagricultural wage and salary workers
are covered by employer-sponsored pension plans.1 These include slmost
800,000 private pension plans, over 6,500 state and local government
plans, mid the Civil Service Retirement System and various smaller
plans covering federal workers. In addition, the military retirement
system covers about 2 million active duty members of the armed forces.
Each of these pension plans has its own rules mid structure, creating a
wide array of factors governing retirement for different groups of
workers.

Many nonfederal employers also offer capital accumulation plans in
addition to their employee pension plans; these include savings and
investment plans (more commonly known as thrift plans) mid various
types of deferred compensation plans. Thrift plans provide for employer
contributions to match some proportion of employees' contributions
toward their retirement. The employer contributions mid investment

1Andrews, Emily a., _..5 kg12rofile of Pensions hi America. (Washington, D.C.: Employee Ben-
efit Research Institute, 1985, p. 14.
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income are not taxable until the funds are withdrawn. Deferred compen-
sation plans, such as those created under section 401(k) of the Internal
Revenue Code, differ from thrift plans in that the employee contribu-
tions are also tax deferred.'

In addition, a number of legislative provisions allow special tax treat-
ment for individuals' contributions to their own retirement. For
example, almost all workers can make tax-deferred contributions into
IRAS. A total of 15.4 million taxpayers, or an estimated 15 percent of
eligible workers, contributed to IRAS in 1984.* Similarly, self-employed
persons can make tax exempt contributions to Keogh plans to provide
for their retirement bloom. In 1989, about 440,000 self-employed indi-
viduals had Keogh plans.'

Finally, Social Security is the only retirement income system for many
workers who lack employer-sponsored pension coverage; ft also repre-
sents an important source of retirement income for persons covered by
other plans. At present Social Security covers over 90 percent of all
workers.

The Retirement Income
Systan Is Subsidized
by the Federal
Government

All of the varied programs that make up the retirement system are sub-
sidized, directly or indirectly, by the federal government. Employer con-
tributions to pension plans, and the related investment income, are not
taxed until they are disbursed as benefits. Except for high-income bene-
ficiaries, employer contributions to Social Security are not subject to tax
even what benefits are received.' Capital accumulation plans, ma, and
Keoghs are also indirectly subsidized by the federal government through
preferential tax treatment

sAndrews, p. 83. About 4.8 million private sector employees, or less than 7 percent of private sector
employees, reported working for an employer who offered a 401(k) plan in 1983.

slistimment Income and Individual Redreatent Amounts," Employee Benefit Research Inadtute
bate Brief, Number 52, March 19811, p. 3.

4Andnews, p. 37.

*Half al Sodel Sectulty benefits are edged to tax for married couples whose adjusted gross Income is
greeter dm 832,000 end for Ogle taxpayers whose aegusted gross income is gmeter than 825,000.
At present, relatively few bettefidarks have booms above these levels. For example, in 1983, about
15 perom al taxpayers age 85 and over had adjusted gross incomes of $30,000 or mom. ftt%t
ingelinAgmLIM, Internal Reverme Service, p. 84.
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Chapter 1
Introduction

Revenue loss estimates for tax expenditures for all of those plans in
fiscal year 1986 were made by the Office of Management and Budget at.

$63 billion for private pension plans and state and local plans,
$14 billion for IRAS,
$2.1 billion for Keogh plans, and
$19 billion for Social Security (oAsbI) and Railroad Retirement system
benefits.

In addition to these tax expenditures, the Social Security system was
expected to disburse about $200 billion in retirement and disability ben-
efits in 1986, and expenditures for federal employee retirement and dis-
ability programs were expected to be about $24 billion for civilian
employees and $18 billion for military personnel.7

Retirement Eligibility
Ages Differ Across
Programs

Given the diversity among the different retirement programs, it is not
surprising that there are many differences in the rules governing their
operations and participation requirements. One major difference is in
the age of eligibility for benefits.

Since its inception in 1935, the Social Security system has had a normal
retirement age (the earliest age of eligibility for full benefits) of 66.
Because of the importance of Social Security in the total retirement
system, 66 has been considered the traditional retirement age in the
United States. However, workers can retire as early as age 62 and
receive reduced Social Security benefits. The 1983 Social Security
Amendments provided for the first change in the normal retirement age
since the program's inception. The age will gradually rise to 67 by the
year 2027; early retirement will still be permitted at age 62, but with a
greater reduction in benefits than at present.

While the Social Security eligibility age is slated to increase, many
employer-sponsored pensions currently encourage retirement at younger
ages. Most participants in employer-sponsored pension plans can receive
full benefits at ages younger than 65. In a previous report, we found
that the majority of employees in private sector and slate and local

6Executive Office of the President, Office of Management and Budget, bedaym 131ILt _the
United States Government, Fiscal Year 1987. (Washington, D.C.: Government Printing Office, 1986),
p. G-45.

7Executive Office of the President, Office of Management rid Budget, Budget of the United States
Government, Fiscal Year 1987 (Washington, D.C.: Government Printing Office, 1986), pp. 5-114, 5-
127.
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Chapter 1
Introduction

plans could receive unreduced pension benefits by age 62, subject to a
service requirement of up to 30 years. Moreover, retirement with
reduced benefits under those plans is often permitted at age 55.9

The Civil Service Retirement System currently allows federal workers to
retire with full benefits at age 55 with 30 years of service and does not
provide for earlier nondisability retirement. The President recently
signed a bill approving a retirement program for new federal workers
hired after December 31, 1983, which will gxadually raise the minimum
retirement age to 57. In contrast, the military system provides full bene-
fits upon completion of 20 years of service regardless of age. The Con-
gress set 59-1/2 as the age at which individuals can withdraw funds
from their trus or Keogh plans without penalty.

The Aging of the
Population Raises
Questions About Early
Retirement Eligibility

Ls discussed, there is a wide diversity in the eligibility age for benefits
across the different retirement programs. In some cases this diversity
results in the federal government supporting, either directly or indi-
rectly, both later and earlier retirement. This inconsistency in federal
policy is significant given the demographic trends that show an aging
population and a decline in the ratio of workers to retired persons.

Life Expectancy Is
Increasing

The population is aging due to increased life expectancy and lower birth
rates. Because of the large number of persons born in the two decades
after World War II (the "baby boom" generation), a rapid growth is pro-
jected in the elderly population after the turn of the century. In addi-
tion, projected increases in life expectancy will also increase the number
of older persons. A man who turned 65 in 1983 could, on average,
expect to live to be 79.5 years old, about 2-1/2 years longer than his
1940 counterpart. A woman turning 65 in 1983 could expect to live to
83.8, about 5-1/2 years longer than her 1940 counterpart. Based on a
continuation of current trends, the Office of the Actuary of the &vial
Security Administration has projected that average life expectancy at
age 65 will increase to 81.1 years for men and 86.1 years for women by
2010.9

8U General Accounting Office, Features of Nonfederal Retirement Programs (GA0/OCG-84-2,) June
26, 1984.

9Wade, Alice H., Social Security Area Population Projections 1986, Actuarial Study No. 95, Social
Security Administration, Department of Health and Human Services, October 1985, p. 23. The data
are presented from the Alternative II projections, which are considered to be the most likely to occur.

15
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The Labor-Force
Participation of Older Men
Is Declining

Men's labor-force participation has also declined over the past 25 years.
As shown in figure 1.1, the labor-force participation rate for men age 60
1:o 64 began to decline in the late 1950's; the decline accelerated sharply
in the 1970's, particularly among those age 62 to 64.101n the 1960's the
labor-force participation rate for men age 55 to 59 began to decline
noticeably, and the participation rate for men age 50 to 54 showed some
dechne.

Among women the trend is less clear. Women with long-term jobs may
be leaving the labor force earlier, but any such trend has been largely
offset by increasing labor market entry. Even so, the labor-force partici-
pation of women age 60 to 64 declined slightly in the 1970's, while that
of women age 55 to 59 grew much more slowly than in the past.

The increase in life expectancy and the decline in labor-force participa-
tion means that the amount of time spent in retirement is increasing.
This is occurring at the same time that the projected number of workers
is likely to be affected by lower birth rates. Present indications are that
birth rates, which began to decline in the 1960's, will remain relatively
low, thereby holding down the future numbers of young people."

The Ratio a Workers to
Retirees Is Declining

The aging of the population will mean that there are fewer workers to
support each retiree through Social Security and Medicare. The number
of workers paying into the Social Security system to support each bene-
ficiary has dropped from 5.1 in 1960 to 3.3 in 1985. For the next 20 to
25 years, the ratio of workers to beneficiaries is expected to remain
above 3, after which it may gradually decline to about 2 over the 20
years when the baby boom generation retires.12

wHetween 1970 and 1986 the labor-force participation rate of males age 62 to 64 decreased from 89
to 46 percent as compared with a decrease from 83 to 69 percent among males age 60 to 61. Com-
mittee on Ways and Means, U.S. House of Representatives. Background Material and Data on Pro-
grams Within the Jurisdiction of the Committee on Ways and Means, 1986 Edition (Washington, D.C.:
U.S. Government Printing Office, 1986), p. 77.

11Reasons for projections of contimang low fertility may be fobnd in U.S. Bureau of the Census,
Current Population RepEts, Series p. 25, No. 952, jections of the Population (Washington, D.C.:
US. Government Printing Office, 1984), pp. 15-17.

12Board of Trustees, Federal Old-Age Survivors Insurance and Disability Insurance That Funds, The
1986 Annual Report of the Board Washington, D.C., March 31, 1986, p. 5.

1 6
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Chapter 1
Introduction

Figure 1.1: Labor-Force Participation Rates by Age, for Men and Women-1950-84
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Chapter 1
Introduction

These demographic changes will also have an impact on Medicare's
Hospital Insurance Program. Currently there are four covered workers
supporting each hospital insurance enrollee. This ratio is predicted to
decline rapidly early in the next centuryreaching slightly more than
two covered workers supporting each enrollee by mid-century.13

Some researchers question whether worker/retiree ratios are an appro-
priate measure of the economic burden of the older population to the
younger. They believe that the lower growth of the child population in
the next three decades will offset the increase in the number of elderly
individuals so that the total number of dependents will remain stable.14
It is likely, though, that even if the overall dependency burden on the
working age population does not increase, additional federal revenues to
support the dependent population may become necessary early in the
next century.us This is because the support costs for older persons tend
to be greater than for children and more typically represent federal
responsibilities. In contrast, expenditures on children are more typically
paid for by state and local governments and privately

While additional federal revenues are expected to be needed to support
the increasing number of retirees, particularly after 2010, the extent to
which the working population will be willing to shoulder this burden
will depend, in part, on the economy's rate of growth. If per capita
income grows in the future as rapidly as it did in the 1950's and 1960's,
workers may be willing to have their taxes increased to support the
retired population because, even after such a tax increase, average
income levels prevailing by the time an increase would be needed would
be substantially higher than today's. However, if economic growth is
slow, retirement benefits would more likely need to be reduced or retire-

13Board of Trustees, Federal Hospital Insurance Trust Fund, The 1986 Annual Report of the Board
Washington, D.C. March 31, 1986, p. 11.

"Tomorrow's Elderly, a report prepared by the Congressional Clearinghouse on the Future, House
Select Committee on Aging, Odober 1984, p. 16. In fact, the combination of child dependency and
aged dependency, representing the overall dependency burden on the working age population,
declined sharply between 1970 and 1980 (from 78 per 100 persons to 66) and is expected to show a
modest further decline in the next few decades (to 62 in 2000). It is then prtected to increase sharply
from 2010 to 2030 (to 76 in 2030). Siegel, Jacob S., and Maria Davidson, inphic and Socioeco-
nomic AspectiAg in the United States, Special Studies, Series P-23, No. 138, August 1984,
Bureau of the Census.

15Palmer, John L, and Stephanie G. Gould, "The Economic Consequences ofan Aging Society," Daed-
alus. vol. 115, No. 1, Winter 1986, p. 314.
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ment eligibility ages increased in order to avoid unacceptable increases
in the tax burden on future workers.16

Objectives, Scopei and
Methodology

Because of concerns about the implications of a growing number of
retirees, there is increasing interest in the age when individuals retire.
However, while information is available on the ages when most Social
Security beneficiaries begin to receive benefits (primarily between the
ages of 62 and 64), there are currently limited data on the changes
occurring in the ages when workers receive employer-sponsored pen-
sions. In addition, information is limited as to who is receiving pensions
early and why, and whether individuals who take early pensions then
take other jobs or stop work altogether.17 The cost implications of early
pension receipt are also unknown.

In June 1984 the House Select Committee on Aging asked us to examine
the trends related to the decision to retire early (see app. I). In defining
early retirement, we found a lack of agreement on what retirement
means. Though widely used, retirement has a variety of definitions,
including receiving a pension; leaving the labor force after some age,
such as 50, 55, or 60; and a person's own perception of whether he or
she is retired.18 In our analyses of retirement trends in this report, early
retirement is defined as both having a pension and leaving the labor
force before age 65.

In discussions with the Committee, we agreed to focus our work on: (1)
the characteristics and labor-force participation ratesand changes
over timeof pension recipients age 50 and older; (2) the cost of early
retirement; (3) a review of the incentives and disincentives in retirement
plans for early and delayed retirement; (4) the distribution of these
incentives across the population; and (6) the extent of workers' knowl-
edge of these provisions.

16Palrner and Gould, pp. 311-315.

"Some research does point to declining ages of pension receipt A 1986 Department of Labor study
showed a decline in median age of retirement from 65 in the 1960's to 62 in the 1970s. However, only
private employers were moldered. See U.S. Department of Labor, frn Sthe urv of Pri-
vate Pension Benefit Amounts (Washington, D.C.: U.S. Government Printing Office, 1985), pp. 20, 75.

18Parnes, Herbert S., and Lawrence J. Less. "The Volume and Pattern of Retirement% 1966-1981," in
Retirement Among American Men, Herbert S. Parnes, et al. (Laington, Mass.: D.C. Heath, 1986), pp.
55-60.
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This report preaents the results of our analysis on the first two issues
the changing characteristics of early pension recipients and the costs of
early retirement. A second report will present information on the last
three issues.

The specific objectives for this report are as follows:

Identify, by age, how many people are receiving pension income, what
their characteristics are, and how this has changed over time.
Determine whether these individuals are employed, unemployed, or out
of the work force and whether this has changed over time.
Determine the extent to which disability accounts for pension receipt
and early labor-force withdrawal.
Identify the costs of early retirement in terms of lost federal tax
revenue.

Our analyses cover men and women age 50 and older and are based pri-
marily on data from the Census Bureau's Marcn 1984 Current Popula-
tion Survey (cPs). The cPs is a monthly, nationally representative survey
of about 60,000 households that collects detailed information on lE oor-
force status, demographic traits, and income of each household member.
Our data set contains information on all persons age 50 and over regard-
len of marital status.19 March 1984 cPs data were used because they
provided the most current pension income data available when these
analyses were begun. To analyze trends in pension receipt and labor-
force participation, the March cPs data from 1979 and 1974 were also
used.

The analyses focus on employer-sponsored pension sources, including
private, military, state and local, or fe.leral civilian pensions. Social
Security, Railroad Retirement, and Supplemental Security Income are
not included as pension income in the CPS. In addition to employer-
sponsored pensions, private pension income in the CPS includes regular
payments from annuities or paid-up insurance policies; income from mAs
and Keogh plans; and "other sources of retirement income." Because
aks and Keogh plans are relatively new and cover a much smaller per-
centage of workers than regular employer-sponsored pension plans,
most of the pension income reported in the CPS is probably attributable
to regular pensions. Both the relatively small number of participants
and the small amounts that could be invested per year make it unlikely

uNrhen both spouaes are within the 50 and over age range, both are included in our analyses.
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that retirement income from mks and Keogh plans was very large at the
time of the survey in 1984.

The as also defines "pension income" to include disability and survi-
vors' benefits as well as regular retirement benefits. As a result, some
people classified as pension recipients are receiving disability or survi-
vors' benefits rather than regular retirement benefits. Especially at
younger ages, female pension recipients described in this report
undoubtedly include many who are receiving survivors' benefits rather
than their own pension.20 The number of pension recipients who have
disability pensions is addressed in chapter 2.

Our analyses generally break the 50 and over population into four age
groups: 50-54; 55-61; 62-64; and 65 and over. The breaks at ages 62 and
65 reflect the early and normal retirement ages under Social Security.
We included the break at age 55 because many private pension plans
permit retirement at that age with reduced benefits. The 50-54 age
group is included to identify to what extent retirement is extending into
even younger age groups. Further technical details of our analyses and
additional information on the cPs are presented in appendix II.

Chapter 4 contains our estimates of what income and Social Security tax
revenues would be gained if some early retirees returned to work or,
alternatively, what was lost by their retiring early in the first place. The
methodology used in these calculations and a discussion of the sensi-
tivity of the estimates to the assumptions made are discussed in
appendix VII.

We did not obtain agency comments on this report because there is no
specific entity that has overall responsibility for retirement policy
matters.

wUnpublished data furnished to us by the Department of Labor from its survey of private pension
recipients indicate that at age 50-54 about 40 percent of women recipients of private pensions were
receiving survivors' benefits. The percentage receiving survivors' benefits was much smaller at older
ages, declining to about 20 percent at 55-64 and 15 percent at age 65 and beyond.
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Chapter 2

Pension Receipt Is Increasing Among
Individuals Age 50 and Older

Some major questions concerning early pension receipt are: What are the
characteristics of workers who are receiving pensions early? To what
extent are pensions taken early by choice rather than for reasons of
health or disability? What changes are occurring over time? We found
that early receipt of a pension is becoming increasingly common. Pen-
sion recipients as a percentage of the total population in the age group
50 to 64 nearly doubled between 1973 and 1983. Among both men and
women, pension receipt at younger ages is growing faster than among
individuals age 66 and over.

White males and high school graduates have the highest rate of early
pension receipt. Before age 55, slightly more than half of male pension
recipients have military pensions. Among private pension recipients
in this age range, about half of men and 38 percent of women have
disability-related pensions. However, at ages 55 to 64, most pension
recipients are not receiving disability benefits and have apparently
retired for reasons other than health.

Pension Receipt
Increases With Age
Between 55 and 65

Figure 2.1 shows the variation of pension receipt by age in 1983. (The
actual numbers are provided in app. M.) Starting at about age 66, the
rate of pension receipt increased rapidly with age for men, reaching a
peak of 51 percent at age 66. For women, pension receipt reached a high
of 24 percent at age 70.

At nearly all ages, the rate of pension receipt of women was less than.
half that of men. The disparity between the pension receipt rates of men
and women is not surprising given that many women have not had long-
term involvement with the labor force. Moreover, a previous analysis of
a special May 1983 CPS supplement found that proportionately fewer
employed women than employed men had pension coverage (53 percent
versus 69 percent).1 Further, a greater disparity existed in the propor-
tion of vested workers among those covered by a pension-52 percent
of women with pension coverage were vested compared to 63 percent of

'Andrews, Emily S., l'Ighj; Profile of Pensions in America. (Washington, D.C.: Employee Ben-
efit Research Institute, 1985), page 63.
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Chapter 2
Pension Receipt I. Increasing Among
Individuals Age 50 and Older

Figure 2.1: Prcent of Population With
Pension Income by flex and Age-1983
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men.2 However, many married women have access to pension income
through their husbands.3

2Vesting refers to the provision that an employee covered by a pension plan will retain a right to the
benefits he or she has accrued even if the individual should leave the employer before retirement
Munnell, Alicia, The Economics of Private Pensions. (Washington, D.C.: The Brooldngs Institution,
1982), p. 34.

3An analysis of the 1984 CPS data showed that, at ages 55-61, slightly more women than men lived in
households where someone was receiving a pension and, at ages 62-64, about 36 percent of both sexes
lived in such households. However, at ages 65 and over, 46 percent of men but only 36 percent of
women had direct or indirect access to pension income.
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Chapter 2
Pension Receipt I. Increasing Among
Individuals Age 50 and Older

About 11.5 million individuals age 50 and over were receiving pension
benefits in 1983. As shown in table 2.1, these included 7.1 million men
and 4.4 million women. In 1983 pensions were received by about 7 per-
cent of men age 50 to 54, 17 percent of men age 55 to 61, almost 33
percent of men age 62 to 64, and about 42 percent of men age 65 and
older. Less than 3 percent of women age 50 to 54 received pensions com-
pared to 7 percent of women age 55 to 61, 15 percent of women age 62
to 64, and 20 percent of women age 65 and older.

Table 2.1: Mange In Rate of Pension
Receipt by Sex and Age-1973, 1978, Numbers in millions
and 1983

Sex and age
Total:

Pension recipients Percentage
1973 1978 1983 changeb

Number Percent* Number Percent* Number Percent* 1973-83

50 and over 5.4 11.4 8.6 15.5 11.5 19.5 71.1
50-54 .3 2.7 .5 3.9 .5 4.8 77.8
55-61 .8 6.0 1.4 9.2 1.9 11.9 98.3
62-64 .6 12.3 1.1 19.4 1.5 23.3 89.4
65 and over 3.7 19.6 5.7 24.5 7.7 29.2 49.0
Men:
50 and over 3.4 16.1 5.4 21.7 7.1 27.1 68.3
50-54 .2 4.6 .4 6.2 .4 7.0 52.2
55-61 .5 8.2 1.0 14.1 1.3 17.1 108.5
62-64 .4 16.4 .7 27.1 .9 32.7 99.4
65 and over 2.3 29.6 3.4 35.3 4.6 42.4 43.2
Women:

50 and over 1.9 7.5 3.2 10.4 . 4.4 13.4 78.7
50-54 .1 1.0 .1 1.9 .2 2.7 170.0
55-61 .3 4.0 .4 4.8 .6 7.4 85.0
62-64 .2 8.8 .4 12.7 .5 15.3 73.9
65 and over 1.4 12.5 2.3 17.0 3.1 20.0 03.0

'Rate of pension receipt as a percentage of total population in age group.

bPercentage change in the proportion of sex-age group receiving pension.
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Chapter 8
Pension Receipt Is Increasing Among
In dividnals Age 50 and Older

Pension Receipt Is
Increasing Faster
Among People Under
Age 65

Between 1973 and 1983 the rate of pension receipt increased among
both men and women (table 2.1)* This trend is also illustrated by figures
2.2 and 2.3. As expected, the largest increases in the numbers of pension
recipients were in the 65 and over age group, but the largest propor-
tionate increases in pension receipt were in age groups under 65. Among
men, the proportion of pension recipients age 50 to 64 nearly doubled.
Among men age 65 and older, the proportion receiving pensions
increased by about 43 percent.

The proportion of female pension recipients age 50 to 54 nearly tripled,
while the proportion age 55 to 61 increased by 85 percent and that of
women age 62 to 64 increased by almost 74 percent. This compares to a
60-percent increase in the proportion of pension recipients among
women age 65 and over.

4Part of the increase in pension receipt between 1973 and 1983 may be due to economic conditions.
The unemployment rate in 1983 was about double that in 1973. Some of the increase in pension
receipt at early ages may be due to people who were laid off beginning to take pension benefits.
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Chapter 2
Pension Receipt Is Increasing Among
Individuals Age 60 and Older

Figure 2.2: Pension Recipients as a
Percent of the Male Population Age 50
and Over-1973, 1978, and 1983 50 Percent
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Early Pension Receipt
Is Most Common
Among White Males
and High School
Graduates

Blacks had even larger increases than whites in the rate of pension
receipt (table 2.2). However, even with these increases, proportionately
fewer blacks than whites received pension income In 1983. Black men
were slightly less likely to receive pension income than whites at ages
under 65. However, there were sharp differences by race in the rate of
pension receipt among men age 65 and older; black men that age were
about half as likely to receive pensions as white men. A similar pattern
is seen among women. Under age 65, approximately equal proportions
of black and white women received pensions. Among women aged 65
and over, however, the differences were similar to those for men. Thus,
large black-white differences in pension receipt occur only among the
retirees over age 65. This pattern may reflect in part an increase in pen-
sion coverage among younger blacks, bringing them closer to the rates of
pension coverage of whites. In addition, blacks may be more likely to
take their pensions at earlier ages than whites, perhaps in part because
of higher rates of disability among blacks.6

6For racial differences in health and disabilfty among older men, see Herbert S. Parnes, ed. Work and
Retirement: A Longitudinal Study of Men. (Cambridge, Mass.: MIT Press, 1981.) pp. 13, 16.



Chapter 2
Pension Receipt Is Increasing Among
Individuals Age 60 and Older

Table 2.2: Trends In Pension Receipt by
Sex, Age, and Race: 1973 to 1983 Percentage receiving pensions

Sex and age Races 1973 1978 1983
Men:
50-61 White 6.8 10.8 13.1

Black 4.0 9.5 11.3
Spanish origin 4.7 6.1 7.4

62-64 White 17.9 27.8 33.3
Black 2.8 19.9 25.6
Spanish origin b 15.3 15.1

65 and over White 31.2 36.8 44.4
Black 13.0 18.9 24.1
Spanish origin 15.7 18.9 22.8

Women:

50-61 White 2.8 3.7 5.4
Black 1.8 2.7 5.9
Spanish origin 2.1 1.5 2.7

62-64 White 9.5 13.1 15.7
Black 2.9 10.3 13.4
Spanish origin b 44 4.7

65 and over White 13.3 18.1 21.0
Black 5.0 7.0 10.7
Spanish origin 4.3 3.9 9.6

'Persons of Spanish origin may be of any race.

bsase population less than 75,000.

Men and women of Spanish origin had the lowest proportions of pension
receipt in 1983. Among men and women in an age groups, those of
Spanish origin were about half as likely as whites to receive pension
income.

As table 2.3 shows, before age 65, men with high school diplomas or
some college had the highest proportion of pension recipients. The
lowest rates were among men with the lowest and highest education,
and the rate of pension receipt among college graduates was not statisti-
cally different from that of men without a high school diploma. The sit-
uation was noticeably different among men age 65 and older. In that age
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Chapter 2
Pension Receipt Is Increasing Among
Individnals Age 50 and Older

group, the rate of pension receipt increased with each higher level of
education.6

Table 2.9: Pension Receipt by Sex, Age,
and Education-1983

Sex and age

Percent receiving pension

College
graduate

No high
school

diploma

High school
diploma or

some college
Men:
50-61 9.8 15.6 11.8

62-64 27.6 37.8 29.4

65 and over 34.6 49.6 57.3

Women:

50-61 4.7 5.7 8.5

62-64 8.7 17.7 28.4

65 and over 12.9 23.5 47.7

It is not surprising that men with less than high school education have a
low rate of early pension receipt; these men are less likely to hold jobs
that are covered by pensions. The reason for the higher rate of early
pension receipt among high school graduates compared with those who
had completed a college degree is not clear. It may be that men with
college degrees prefer to retire later because their jobs are more
rewarding financially and psychologically. However, it is also possible
that men at intermediate educational levels are more likely to be in pen-
sion plans that encourage early retirement. Blue collar workers in
declining industries may account for part of the increase in early retire-
ment among high school graduates.'

Among women, the rate of pension receipt increased with years of edu-
cation, with the college-educated having the highest rates. Although
women had lower rates of pension receipt than men at all levels of edu-
cation, differences were generally much smaller and at some ages not
significant in the college-graduate group.

6A further discussion of the characteristics of pension recipienis at different ages may be found in
appendix N.

7We could not test the hypothesis that the trend toward early retirementamong highschool gradu-
ates was concentrated among blue collar workers in declining industries because CPS data on
industry and occupation of last job is not available for all retirees. However, the greater rate of early
pension receipt among high school graduates is of recent origin; in 1973, the rate was virtually iden-
tical for high school and college graduates.
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Chapter 2
Pension Receipt Is Increasing Among
Individuals Age 50 and Older

Pension Source by Age As shown in table 2.4, more than half of male pension recipients under
age 55 were receiving military pensions. Among men age 55 to 61, mili-
tary pension recipients were 19 percent, and federal civilian pension
recipients constituted 17 percent of all recipients. Military and federal
pension recipients were a larger proportion of pension recipients under
age 65 than of those over 65, while private pension recipients were more
dominant as age increased. The military predominance in the younger
age groups reflects the fact that, as noted earlier, the military retire-
ment system allows people to retire at any age after 20 years of service.
The higher proportion of federal employees in the age groups from 55 to
64 may also be due to the provision allowing federal employees with 30
years of service to receive full pension benefits at age 55.

Table 2.4: Number and Percent of Male
Pension Recipients by Age and Source Numbers in thousands
of Pension-1983 Source of pension

Federal State or
Private Military civilian local

Age only only only only Multiple Total'
50-54 28.2 54.4 6.1 10.0 1.3 100.0

55-61 48.4 19.3 17.1 12.6 2.6 100.0

62-64 59.5 8.9 15.5 10.9 5.2 100.0

65 and over 69.9 4.0 9.7 12.5 3.9 100.0

50 and over 62.6 10.0 11.6 12.2 3.7 100.0

Number 4,460 710 828 867 264 7,129

°Totals may not add due to rounding.

Among women, there was less difference in the types of pensions
received by different age groups. Table 2.5 shows that over half of pen-
sion recipients in every age group received a private pension. As with
men, the proportion receiving federal pensions was highest at younger
ages. State or local pensions became increasingly important with age,
reaching a high of 28 percent at ages 65 and over.8

8A comparison of the amount of pension benefits received by younger and older recipients may be
found in appendix V.
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Chapter 2
Pension Receipt I. Increasing Among
Individuals Age 50 and Older

Table 2.5: Number and Percent of
Female Pension Recipients by Age and Numbers in thousands
Source of Pension-1983

Age
5054
55-61

6264
65 and over

50 and over

Number

Source of pension
Federal State or

Private Military civilian local
only only only only Multiple Total'
54.3 6.5 24.5 14.7 0 100.0

59.2 2.2 17.0 18.3 3.3 100.0

55.0 2.9 14.9 23.8 3.3 100.0

56.2 1.6 10.7 28.1 3.4 100.0

56.4 2.0 12.5 25.8 3.3 100.0

2,486 89 553 1,135 143 4,407

oTotala may not add due to rounding.

The Majority of Early
Pension Recipients Are
Not Receiving
Disability Benefits

It is important to determine whether people who receive pensions at
young ages (for example, those who are under the Social Security early
retirement age of 62) have retired because of illness or disability or for
other reasons. Many employers provide disability benefits to employees
who are unable to perform their jobs because of physical or mental
impairments. Since disabled employees can usually retire before the eli-
gibility age for regular retirement benefits, many younger pension recip-
ients may in fact be receiving disability pensions.

Because the as aggregates retirement, disability, and survivor benefits
from public and private employers as pension income, it is impossible to
distinguish employer-sponsored disability benefits from retirement ben-
efits. However, the Department of Labor's Survey of Private Pension
Benefit Amounts collected data on the type of pensions received by a
sample of private pension recipients in 1978. Table 2.6 provides Labor's
estimates of the numbers of private sector retirees receiving regular
retirement versus disability benefits.9 Among male pension recipients
under 55, more than half received disability benefits in 1978. Among the
small number of female pension recipients age 50 to 54, about 38 per-
cent were disability recipients.

°Recipients of survivor benefits are not included in table 2.6. In addition, those pension recipients
whose status is unknown or "other" are not included; they amount to no more than 10.8 percent of
any age/gender group.
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Chapter 2
Pension Receipt Is Increasing Among
IndMdnals Age 50 and Older

Table 2.6: Number and Percent of
Private Pension Recipients by Sex, Numbers in thousands
Age, and Type of 6enefit-1978 Retirement benefit Disabl Ms benefit

Sex and age Number Percent Number Percent Total
Men:

50-54 48 48.0 52 52.0 100

55-61 402 73.9 142 26.1 544

62-64 528 86.6 82 13.4 610

65 and over 2,788 95.2 140 4.8 2,928

Women:

50-54 15 62.5 9 37.5 24

55-61 130 82.8 27 17.2 157

62-64 143 91.1 14 8.9 157

65 and over 765 95.1 39 4.9 804

Source: Department of Labor, Survey of Private Pension Benefit Amounts, unpublished data.

In the 55 to 61 and older age groups, disability retirees were a clear
minority of pension recipients of both sexes. Among men, they repre-
sented 26 percent of pension recipients age 55 to 61 and under 5 percent
of those age 65 and older. Among female pension recipients, the number
receiving disability benefits decreased from about 17 percent of those
age 55 to 61 to under 5 percent of those age 65 and older.

A second way of determining whether early retirement is due to disa-
bility is to see what proportion of pension recipients also receive some
form of government payment related to disability. The three types of
payments we focused on were Social Security, Supplemental Security
Income, and Workers' Compensation.

Since men over 61 and women of any age might be receiving Social
Security benefits that were not based on their own disability, this anal-
ysis was restricted to men age 61 and younger.10 Moreover, the analysis
could be done only on private sector pension recipients, because the fed-
eral government and many state and local employers have not in the
past offered Social Security coverage.

10Social Security Administration data show that 98 percent of male Social Security beneficiaries
under age 62 were receiving disability benefits based on their own emPloYment histories and not
survivors' benefits. Among female Social Security beneficiaries under 62, however, about 42 percent
were receiving Social Security disability benefits based on their own employment histories. The rest
were receiving retirement, disability, or survivors' benefits as a dependent spouse or were receiving
benefits as a parent
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Our analysis, based on 1984 CPS data, showed that among male private
pension recipients age 50 to 54, almost:.13 percent were receiving gov-
ernment disability benefits. This is much smaller than the comparable
proportion of the Department of Labor sample who received private
employer-sponsored disability benefits, as shown in table 2.6. This dif-
ference may reflect the strict requirements for receiving Social Security
disability, especially below age 55.11 The proportion of men age 55 to 61
who received government disability benefits is under 27 percent. This is
quite similar to the 26 percent estimated in the Department of Labor
survey to be receiving private employer-sponsored disability benefits.
From these two sources, we can conclude that disability is an important
reason for retirement before age 55 and remains important for a sub-
stantial minority up to age 62. However, at age 55 and above, most pen-
sion recipients have not taken pensions because of disability.

In summary, there has been a continuing trend toward earlier receipt of
employer-sponsored pensions. Between 1973 and 1983 the rate of pen-
sion receipt among persons age 50 and over increased by over 70 per-
cent; however, the greatest proportionate increase occurred among
persons under the age of 65. The rate of pension receipt among persons
age 50 to 64 nearly doubled, while that for persons age 65 and over
increased by about half. We also found that, with the exception of men
under age 55, most of whom receive either military or disability pen-
sions, the majority of pension recipients appear to have retired for rea-
sons other than health.

i i For eligibilivy requirements for Social Security disability benefits and how they differ for older and
younger worimrs, see Myers, Robert J., Social Security (Homewood, Minois: Richard!). Irwin, 1985),
PP. 52-56.
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Chapter 3

The Majority of Early Pension Recipients Are
Not in the Labor Force

An additional issue regarding early pension receipt is the extent to
which pension recipients remain in the labor force (either taking a new
job or looking for work). If instead they decide not to work (i.e., retire),
this raises the question as to whether this choice was voluntary or due
to such problems as health or disability.

We found that labor-force participation of early pension recipients
declines with age, from over 40 percent among civilian recipients at ages
50 to 54 to less than 20 percent at ages 62 to 64. In addition, all male
pension recipients age 55 and older participate in the labor force at less
than half the rate of nonrecipients. Below age 62, the percentage of pen-
sion recipients who are in the labor force has also declined over the past
decade.

Most pension recipients age 55 and older who did not work in 1983 cited
voluntary retirement rather than health or disability as their reason for
not worldng. Health problems, as the reason why pension recipients do
not work, have declined over the past decade. However, they still affect
a significant number of early pension recipients. In addition, although
most early pension recipients appear to have left the labor force volun-
tarily, the percentage unemployed among pension recipients age 55 to
61 who remained in the labor force was double that of nonrecipients in
1984.

Labor-Force
Participation of
Pension Recipients
Declines With Age

Table 3.1 shows the March 1984 labor force participation rates for pen-
sion recipients and nonrecipients.1 An individual who participates in the
labor force is one who is either employed or unemployed. To be counted
as unemployed, a person must be actively looking for work. (App. VI
shows the proportion of pension recipients and nonrecipients who are
actually working.)

1The pension receipt data are for 1983, while labor-force participation rates and employment-to-
population ratios are for the week before the CPS was administered in March 1984. Thus, these data
do not identify whether people have permanently withdrawn from the labor force or whether they
have permanently returned to work, but, rather, show whether the respondents were working durkig
a given week
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Chapter 8
The Majority of Early Pension Recipients Are
Not in the Labor Force

Table 3.1: Labor-Force Participation
Rates for Pension Recipients and
Nonrsciplents by Sex and AgeMarch Sex and age

Pension recipients
NonrecipientsTotal Civilian Military

1984 Men:
50-54 88.0 43.0 89.0 90.0
55-61 41.9 35.1 66.4 83.3
62-64 19.3 18.1 28.4 61.7
65 and over 10.8 10.3 17.9 20.5
Women:
50-54 42.1 42.7 ' 61.2
55-61 27.3 27.2 ' 49.3
62-64 19.4 19.8 ' 30.7
65 and over 8.2 6.2 ' 8.1

'Base population less than 75,000.

As shown in the table, 68 percent of the male pension recipients age 60
to 64 were in the labor force. Excluding those with military pensions,
the rate for civilian pension recipients only was much lower, about 43
percent. The significant effect that military recipients had was due to
the fact that (1) they composed about 54 percent of all male pension
recipients in the 50 to 54 age group (see table 2.3), and (2) their labor
force participation rate was essentially the same as the rate for
nonrecipients in that age group. Among female pension recipients age 60
to 64, the labor-force participation rate was about 42 percent.

Among male pension recipients age 55 to 61, the group of military pen-
sion recipients is still large enough and different enough in its behavior
to pull up the labor-force participation rate of the whole age group
somewhat. In this age group, almost 42 percent of all pension recipients
and about 35 percent of the civilian pension recipients participated in
the labor force. Among women age 66 to 61, about 27 percent of pension
recipients were in the labor force.

Less than 20 percent of both male and female pension recipients age 62
to 64 were in the labor force. At this age the military recipient group
was a smaller part of the total and had little effect on the total partici-
pation rate. In the 65 and older age group, labor-force participation
rates were about 10 percent for men and 6 percent for women.
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Labor-Force
Participation Rates Are
Much Lower for
Pension Recipients
Than for Nonrecipients

We compared the labor-force participation rates of pension recipients to
those of nonrecipients, in order to assess whether the participation rates
of pension recipients are low for their age groups. As shown in table 3.1,
all male pension recipients age 55 and over participate in the labor force
at less than half the rate of nonrecipients. While civilian pension recipi-
ents under age 55 also participated in the labor force at less than half
the rate of nonrecipients, the military pension recipients participated at
basically the same rate as nonrecipients.

Among women, pension recipients were also much less likely than
nonrecipients to be in the labor force. But this comparison is less mean-
ingful because some of the female nonrecipients may have little or no
work experience, and many of the pension recipients were survivors'
beneficiaries rather than retirees. Thus, receipt of a pension seems to be
accompanied by withdrawal from the labor force for the majority of
people in all age groups except among men under age 62 receiving mili-
tary pensions.

Labor-Force
Participation Has
Declined for Pension
Recipients Below
Age 62

Table 3.2 shows the labor-force participation rates of male and female
pension recipients and nonrecipients between 1974 and 1984. Over this
period, the participation of male pension recipients age 55 to 61
decreased significantly., This decline may be due to more generous pen-
sions that allowed recipients to retire completely or to fewer job oppor-
tunities for older workers. Over the same period, labor-force
participation rates were alio declining for men in the 55 to 61 age group
who did not have pensions. However, some of these male nonrecipients
may have had Social Security disability benefits.

At age 62 and beyond, there were no significant changes in the labor-
force participation of any group of pension recipients, but participation
declined among men without employer-sponsored pensions. Most of
these men were undoubtedly eligible for Social Security benefits.

2The increase in labor-force participation among men 50 to 54 was not statistically significant There
was, overall, a significant decrease among male pension recipients age 50 to 61 due to the predomi-
nant influence of the larger 55 to 61 age group.
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Table 3.2: Labor-Force Participation
Rates for Pension Recipients and
Non= !Monts by Sex and Age-1974,
1979, and 1994 Age Yar

Men Women

Total
Pension

recipients
Non-

recipients Total
Pension

recipients
Non-

recipients
50-64 1974 90.5 60.6 92.0 53.8 a 53.8

1979 90.0 58.0 92.1 56.6 46.7 56.8
1984 88.5 68.0 90.0 60.7 42.1 61.2

5541 1974 84.9 50.4 87.9 46.3 34.4 46.8
1979 79.3 43.0 85.3 47.5 26.9 48.5
1984 76.2 41.9 83.3 47.7 27.3 49.3

82-64 1974 60.6 22.6 68.1 29.2 13.0 30.8
1979 54.7 24.0 66.2 29.9 19.5 31.4
1984 47.9 19.3 61.7 29.0 19.4 30.7

65 and
over 1974 22.1 12.6 26.1 8.2 6.3 8.5

1979 19.9 10,7 24.9 8.7 7.0 9.0
1984 16.4 10.8 20.5 7.7 6.2 8.1

*Base population less than 75,000.

The situation was very different for women. The decline in labor-force
participation among pension recipients below age 62 was offset by the
increasing participation of women without pensions. Thus total labor-
force participation changed very little at age 55 to 61, and below age 55
actually increased. After age 62 little change occurred in the labor-force
participation of either pension recipients or nonrecipients; there is even
some evidence of a slight increase in participation among pension recipi-
ents at ages 62 and 64. Women are contributing very little to the early
retirement trend at present; however, this situation could change in the
future as more women become eligible for pensions.

Pension Recipients Are
More Likely Than
Nonrecipients to Work
Part Time

Table 3.3 shows the percentage of employed pension recipients and
nonrecipients who were working full time and part time in March 1984.
It shows that among employed pension recipients, most men under age
65 and women under age 62 worked full time. Conversely, most working
male pension recipients age 65 and over and feniale recipients age n
and over worked part time. However, in each age group, inale and
female pension recipients who worked were more likely to work part
time than nonrecipients, and the prevalence of part-time work increased
with age for both pension recipients and nonrecipients.
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Table 3.3: Percent Distribution of
Employed Pension Recipients and Hours worked per week
Nonreciplents by Hours Worked per Men Women
Week-March 1984 Age and pension status 1-34 35+ 1-34 35+

50-54:
Recipients: 10.5 89.5 a a

Civilian a

Military 9.3 90.7 a a

Nonrecipients 9.2 90.8 29.6 70.4

55-61:
Recipients: 24.5 75.5 45.3 54.7

Civilian 31.3 68.7 44.5 55.5

Military 13.7 86.3 s a

Nonrecipients 11.1 88.9 31.9 68.1

62-64:
Recipients: 40.3 59.7 65.0 35.0

Civilian 45.8 54.2 65.9 34.1

Military a a a a

Nonrecipients 24.5 75.5 36.8 63.2

65 and over:
Recipients: 64.3 27.9 72.1 27.9

Civilian 68.0 32.0 72.1 27.9

Military a a a a

Nonrecipients 46.3 53.6 62.0 38.0

'Base population less than 75,000.

Over two-thirds of employed male civilian pension recipients aged 55 to
61 worked full time. By ages 62 to 64 the percentage of full-time
workers was just over half, and at age 65 and over, less than a third.
Military pension recipients were much more likely to work full time at
ages below 62 (around 90 percent); as a result, they were not signifi-
cantly different from nonrecipients working full time.

Over half of employed female pension recipients age 55 to 61 and over a
third of recipients ages 62 to 64 worked full time. In the same age
ranges, about two-thirds of nonrecipients were full-time workers. After
age 64, 28 percent of employed female pension recipients worked full
time, compared to 38 percent of nonrecipients. For both sexes, these
figures suggest that people prefer to work fewer hours as they grow
older; this tendency is especially marked among pension recipients.
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Unemployment Rates
Are High for Civilian
Pension Recipients
Below Age 62

As shown in table 3.1, the percentage of civilian pension recipients who
were in the labor force in March 1984 ranged from about 43 percent at
age 50 to 54 to less than 20 percent at ages 62 to 64. The labor force is
made up of both employed persons and those who are unemployed and
looldng for work. Table 3.4 shows the percentage of labor-force partici-
pants who were in the unemployed category.

Table 3.4: Unemployment Rates for
Pension Recipients and Nonrecipients Pension recipients Non-
by Sex and AgeMarch 1984 Sex and age Total Civilian Military recipients

Men:
50-54 4.7 a 2.4 5.5
55-61 10.7 12.8 6.2 5.2
62-64 7.4 6.5 a 5.6
65 and over 3.9 4.2 a 3.0
Women:
50-54 a a a 4.5
55-61 8.1 7.2 a 3.8
62-64 4.5 4.5 a 3.2
65 and over 3.3 3.3 a 3.9

°Base population less than 75,000.

Male, civilian pension recipients below age 62 had an unemployment
rate about twice that of nonrecipients. In the 55 to 61 age range, the
unemployment rate for civilian pension recipients was almost 13 per-
cent. Female pension recipients age 55 to 61 also had a higher unem-
ployment rate than that of nonrecipients, but the rate did not reach the
high level shown for male pension recipients.

Research has shown that, once unemployed, older workers generally
remain unemployed longer than younger workers.3 The unemployment
rates shown in table 3.4 suggest that some pension recipients who would
like to work have difficulty finding new jobs.

Beyond age 61, the difference in the unemployment rates of pension
recipients and nonrecipients is not statistically significant. At age 65
and older, few people are unemployed and looking for work.

3Older Workers: Prospect,s Problems and Policies (Washington, D.C.: National Commission for
Employment Policy, 1985), p. 13.
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Pension Recipients
With More Education
Are More Likely to Be
in the Labor Force, but
Racial Differences Are
Minor

Table 3.5 shows the labor-force participation rates of black and white
pension recipients and nonrecipients. The small cell sizes required that
the age groups be collapsed and did not allow for any estimation of the
labor-force activity of Hispanic pension recipients. There was little dif-
ference in the labor-force participation rates of black and white pension
recipients. However, there were significant differences between partici-
pation rates for black and white men who were not receiving pension
income.

Table 3.5: Labor-Force Participation
Rates for Pension Recipients and
Nonreciplents by Sex, Age, and Race
March 1984

Pension recipients Nonreciplents
Six and age White Black White Black
Men:
50 to 61 48.2 44.9 87.6 74.0
62 and over 12.3 13.2 30.8 26.0
Women:
50 to 61 30.5 24.3 53.9 58.3
62 and over 7.9 9.4 12.2 13.8

Although racial differences were minor, there was a strong correlation
between education and labor-force participation among male pension
recipients of all ages, as shown in table 3.6. Among men age 50 to 61, for
example, almost 29 percent of the pension recipients with less than a
high school education participated in the labor force. However, labor-
force participation increased with the level of education. About 50 per-
cent of the pension recipients who completed high school or some college
and over 65 percent of those Vith a college degree were in the labor
force at the ages of 50 to 61. Among women, the relationship between
education and labor-force participation of pension recipients was much
weaker.

4 0
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Table Ilk Leber-Pena Penisipstion
Rase ter Pension Recipients end
Name ipiente by Sox, Age, end
11411=11011-Maroh 1064 Ape adulation

Men
Pension Now

recipients recipients
Pension

recipients
Non-

reciplem
5041 Not high school graduate 28.8 708 23.9 43.2

High school graduate
or sOrtle college 60.3 89.5 32.2 67.3
College graduate 85.2 95.0 34.0 89,4

11244 Not high school graduate 9.4 52.5 19.4 25.1
High school graduate
or some college 21.1 61 .0 19.8 32,8
College graduate 32.9 83.7 18.8 46.3

66 end Not high school graduate
ovor 6.6 14.0 4.7 6.8

High school graduate
or some college 11.9 25.8 6.9 10.3
College graduate 19.4 48.7 7.2 16.1

The higher labor-force participation rates of pension recipients with
more years of education may reflect the character of their occupations.
Analysis of data from the National Longitudinal Surveys of Labor
Market Experience showed that retirees who had been in professional or
managerial jobs before retiring were significantly more likely than
others to be in the labor force after retirement! The researchers specu-
lated that this might reflect their higher wage rate or the greater attrac-
tiveness of the positions for which they qualitY.

Health Problems Are
Not the Primary Cause
of Lower Labor-Force
Participation Rates of
Pension Recipients

An important question is whether retirement is a matter of compulsion
or choice. In the first view, workers are compelled by poor health, invol-
untary unemployment, or mandatory retirement policies to withdraw
from the work force. The "choice" perspective is that people choose to
retire by balancing the financial and nonfinancial gains and losses from
work versus leisure.5 The previous sections showed that the majority of
pension recipients have withdrawn from the labor force. It is important
to determine whether these people have done so ihvoluntarily or by
choice.

4Parnes, Herbst S., et al., Retirement Among Americo% Men. (Ledngtan, Mk D.C. Heath and Co.,
1985), p. ht.

%Ids, Gary S., and Olivia & Mitchell, Retirement, Pensions and Social Security. (Cambridge, Mk
The MIT Press, 1984), pp. 1-15.
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One way to test for the prevalence of voluntary versus involuntary
retirement is to use a as question asked of respondents who did not
work at all in 1983. The results of this analysis are shown in table 3.7.
Respondents were asked to choose between a number of reasons for not
working.6 The major reasons were illness or disability, inability to find
work (categorized as unemployment in table 3.7), retirement, and taking
care of home or family. We used "retirement" in response to this ques-
tion as a proxy for the voluntary decision to retire. The health/disability
and unemployment responses are the categories corresponding to invol-
untary retirement. Home responsibilities were important mainly for
women.

°Mandatory retirement was not among the reasons provided by the CPS questionnaire, but very few
workers remain on their Jobs until the age of 70, the youngest mandatory retirement age allowed for
most occupations by federal law. As a result, it was estimated that the proportion of workers who
retire because of mandatory retirement is not more than 3 percent See Fields and Mitchell, pp. 7-8. A
small category of "other" reasons is also omitted from table 3.7; the percentage of responses in this
category ranged from 0 to 6 percent.
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Table 3.7: Reason for Not Working In
1983 by Sex, Age, and Pension Status

Age Pension status

Proportion citing
Health/

disability Retirement
Unem-

pioyment
Home

responsibility
Men:

50-54 Recipients 58,4 40.2 1.4 a

Nonrecipients 66.5 6.5 19.8 1.9

Total 65.0 12.8 16.3 1.5

55-61 Recipients 37.5 59.6 2.3 a

Nonrecipients 61.4 21.1 12.7 1.4

Total 51.6 36.9 8.5 .8

62-64 Recipients 17.6 79.7 1.8 .5

Nonrecipients 43.8 50.0 3.2 1.7

Total 30.0 65.7 2.5 1.1

65 and over Recipients 7.7 91.5 .2 .5

Nonrecipients 19.2 79.7 .3 .5

Total 13.9 85.1 .2 .5

Women:

50-54 Recipients

Nonrecipients 13.2 1.6 4.4 78.7

Total 13.5 2.3 4.2 77.6

55-61 Recipients 20.7 44.4 2.3 31.8

Nonrecipients 18.3 7.6 2.7 70.1

Total 18.5 11.0 2.6 66.5

62-6A Recipients 13.7 56.6 2.6 27.1

Nonrecipients 16.5 24.0 1.1 57.3

Total 16.0 29.4 1.3 52.3

65 and over Recipients 8.6 68.4 .2 21.6

Nonrecipients 20.2 41.0 .3 37.6

Total 17.9 46.5 .3 34.4

'Less than .05 percent.

bBase population less than 75,000.

Pension Recipients 55 and
Older Primarily Cite
"Retirement" As Their
Reason for Not Working

As can be seen from table 3.7, there are large differences in the propor-
tion of men citing involuntary reasons (disability or unemployment) for
not working by pension status and age in 1983. Pension recipients were
more likely to cite retirement as a reason for not working and less likely
to cite health, disability, or unemployment than were nonrecipients.
Among both pension recipients and nonrecipients, the proportion citing
retirement increased with age, and the proportion citing health, disa-
bility, and unemployment declined with age

4 3
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Among men age 50 to 54, most pension recipients and nonrecipients who
did not work cited health or disability as the reason, with no statistically
significant difference between these proportions. On the other hand, a
sizable minority of about 40 percent of the pension recipients cited
retirement as the reason they were not worldng, as compared to under 7
percent of the nonrecipients. Instead of retirement, almost 20 percent of
the nonrecipients cited unemployment, as compared to less than 2 per-
cent of the recipients. In a separate analysis we found that less than half
of nonrecipients with health or disability problems were receiving Social
Security disability benefits.

Male pension recipients age 55 and older primarily cited "retirement" as
their reason for not working in 1983. Among the men age 55 to 61
receiving pension income, the proportion citing health or disability was
less than 38 percent, while nearly 60 percent cited retirement as their
reason for not working. The situation was very different among those
nonworking men who were not receiving pension income. Only 21 per-
cent cited retirement and, therefore, seem to have stopped working vol-
untarily. Health or disability was cited by over 61 percent, and almost
13 percent cited unemployment as the reason for not working? About
half of those with health problems were receiving Social Security disa-
bility benefits.

Less than 20 percent of women under age 62 cited health or disability as
their reason for not working. Receipt of Social Security disability bene-
fits was relatively low for those womenonly 30 percent of those 50 to
54 and 38 percent of those 55 to 61 received Social Security benefits of
any ldnd. In the latter group especially, some of these benefits were
undoubtedly survivor benefits rather than disability benefits.

Among the age 62 to 64 male pension recipients, ahnost 80 percent cited
retirement as their reason for not working, with most of the remainder
citing health or disability. This response contrasts sharply with that of
the nonrecipients, who are split almost evenly between health/disability
and retirement. Finally, among men age 65 and older, the overwhelming
majority of both the pension recipients and the nonrecipients cite retire-
ment as their reason for not working.

7The high report of unemployment among nonreciplents who did not work in 1983 might at first seem
incompatible with the rather low rates shown for nonrecipients in table 3.4. However, onlya small
percentage of nonrecipients did not work during 1983, and it is not surprising that unemployment
would be heavily concentrated in this group.

4 4
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Overall, the mkjority of male early pension recipients who did not work
in 1983 cited retirement, rather than health or disability, as their reason
for not working. However, a sizable minorityover half of those below
age 55 and a third of those age 55-61cited health problems. The
younger, nonworldng men who are not receiving pensions seem much
less likely to have made a voluntary choice; few of those under 62 and
only half of those age 62 to 64 cited retirement as their reason for not
working.

Health Problems as the
Reason for Not Working
Have Declined Over Time

Table 3.8 shows that the proportion of men age 55 and over who cited
health or disability as their reason for not working declined substan-
tially between 1973 and 1983. Small numbers precluded meaningful
analysis of these data by pension receipt or nonreceipt.

Table 3.8: Proportion of Men Who Did
Not Work All Year Who Gave Health or Age 1973 1978 1983
Disability as the Reason-1973, 1978,
and 1983

50-54 69.9 75.4 65.0
55-61 68.3 64.4 51.6

62-64 51.8 39.6 30.0
65 and over 21.6 17.1 13.9

The Social Security Administration's 1982 New Beneficiary Survey also
reported a similar decline in the relative importance of health problems
as a reason for labor-force withdrawal.8 This survey contains findings
for all retired-worker beneficiaries who received a first Social Security
benefit at age 62 or older between June 1980 and May 1981. The reasons
men in this survey gave for having left their last job were compared to a
1968 Social Security Administration study.

In 1968, 54 percent of the men who had left wage and salary jobs and
became entitled to benefits at ages 62 to 64 reported they had left their
last job for health reasons. This changed by 1982, when only 29 percent
of a comparable group of men cited health problems as their reason for
leaving their last job.

In contrast, 24 percent of the men age 62 to 64 in 1968 claimed they left
work because of a desire to retire or because of retirement benefit eligi-
bility; in 1982, 42 percent of the men cited these as the most important
reasons. Among the men in each survey, no difference was found in the

8S1erman, Sally R., "Reported Reasons Retired Workers Left Their Last Job: Findings From the New
BerefIclaty Survey," Social Security Bulletin, March 1985, Vol. 48, No. 3, pp. 26-26.
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proportion who reported employer-initiated reasons (17 percent), and
virtually no difference was found in the subcategories of lost job (13 and
12 percent) or compulsory retirement (4 and 5 percent).

In summary, based on 1984 CPS data, we found that the majority of early
pension recipients were not in the labor force. We also found that male
pension recipients age 55 and older participate in the labor force at less
than half the rate of nonrecipients. Participation rates for pension recip-
ients under age 62 have been declining over the past decade.

4 6
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Estimated Tax Losses From Early Retirement

One concern about the decline in labor-force participation of pension
recipients is that the cost in reduced tax revenues may be considerable.
In response to this concern, we developed estimates of what income and
Social Security tax revenues would be gained ifsome early retirees
returned to work or, alternatively, what was lost by their retiring in the
first place. For a number of reasons, precise estimates of these costs or
gains are not possible. One reason is the uncertainty as to the extent
that additional older workers could be absorbed into the work force.
Another problem is that we do not know how much retirees might be
able to earn if they returned to work.

Given these and other uncertainties discussed in appendix VII, we devel-
oped a range of illustrative estimates of early retirement costs. The
average additional income and Social Security tax revenues we esti-
mated for each retired person who might have returned towork in 1983
was about $4,700 for persons under age 62 and $3,800 for persons age
62 to 64. If between 10 and 25 percent of retired pension recipients had
returned to work without replacing other workers, additional tax reve-
nues of $550 million to $1.4 billion could have been generated. These
estimates represent additional revenues for 1983 only. No estimate of
future revenues or expenditures was attempted.

Additional Tax
Revenue for Each
Retired Pension
Recipient Returning to
Work Could Have
Averaged Over $4,000

Table 4.1 sb Airs our estimates of additional tax revenue that might be
generated if a retired pension recipient returned to work in 1983.1 These
estimates assume that pension recipients who were not working in 1983
would have the same earnings, on average, as pension recipients who
did work in t at year. This assumption probablycauses an overestimate
of earnings, and therefore tax receipts, because better educated and
hence, on average, better paid pension recipients were more likely to
continue work ig than those with lower levels of education. (See table
3.6.)

'Thou& A. Lais wapter the tau "retired pension recipient" is used to mean a pension recipient who
did not work during 1983 and gave "retirement" as the reason for not working. This definition is
more restrictive than the definition of retired persons in chapter 1receiving a pension and with-
drawing from the labor force. The reason for using this narrower definition is that forpurposes of
estimating possible increases in employment, we do not want to include disabled persons or others
who are unlikely to be able or willing to work.

4 7
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Table 4.1: Estimates of Average
Additional Tax Revenues per Person, if Recipients in thousands
Retired Pension Recipients Had
Returned to Work in 1983, by Sex and
Age'

Sex and age income tax
Social

Security tax Total

Number of
retired

pension
recipients'

Men:

50-54 $4,600 $2,600 $7,200 ae
55-61 3,200 2,200 5,400 368

62-64 2,800 1,700 4,500 482

Women:
50-54 2,000 1,600 3,600 16

55-61 1,400 1,200 2,600 166

62-64 1,400 1,100 2,500 209

Both sexes:
50-61 2,800° 1,900° 4,700° 596

62-64 2,300° 1,500° 3,800° 691

'Pension recipients who gave retirement as reason not worked; excludes recipients who gave health or
disability, unemployment, or home responsibilities u reason not worked.

bAverage additional tax weighted by number of retired persons receiving pensions in each sex-age
group.

An additional assumption is that the income tax paid by worldng pen-
sion recipients in 1983 equaled the average income tax paid by other
taxpayers with the same income. The initial income of nonworking pen-
sion recipients was taken directly from the as; the potential income, if
they returned to work, was calculated as the sum of their initial income
and the average earnings of working pension recipients in the same age
group.

The additional income tax was the difference in average income taxes
paid at these two income levels in 1983. (Further details of these calcu-
lations and a discussion of the sensitivity of the estimates to the
assumptions made may be found in app. VII.) Social Security taxes
include Old Age Survivors' and Disability Insurance and Hospital Insur-
ance taxes and are calculated on earnings up to the Social Security max-
imum and at the tax rates in effect in 1983.2

2Maxlmum earnings subject to the Social Security tax in 1983 were 635,700. The combined tax rate
for OASDI and Hospital Insurance taxes in 1983 was 6.7 percent for both employees and employers,
for a total of 13.4 percent Both the earnings maidmum and tax rates are higher in 1086. The esti
mates shown are for 1983; a current fiscal year estimate would be slightly higher because of inflation
and the higher 1986 tax rate.
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Below age 62, the estimated average additional tax revenue per person
was $4,700, including about $2,800 in income taxes and $1,900 in Social
Security taxes. The average male pension recipient would pay an addi-
tional $5,000 in taxes, while the average female recipient would pay
about $2,600. Pension recipients below age 55 could be expected to con-
tribute considerably more than those between age 55 and 61, but the
small numbers of recipients under age 55 limits the number of additional
workers with high earnings potential. At ages 62 to 64 the additional
revenue per person would be about $3,800, considerably lower than the
level for younger recipients. This lower amount probably reflects both
the lower hourly earnings available to older workers and the increase in
the percentage of pension recipients who prefer part-time work or are
unable to work full time because of health or job market limitations.

We made a second set of estimates assuming that pension recipients had
stayed on their former jobs and that their earnings were, on average, the
same as those of nonrecipients in their age range. In this case, they
would not be receiving a pension, so we subtracted their average pen-
sion amount from their earnings to obtain the net new income subject to
income tax. These estimates yielded about $4,600 for the 50 to 61 age
group and $4,300 for the 62 to 64 group, slightly lower for the younger
group and higher for the older group than the estimates assuming that
pension recipients returned to work at a new job. (For further details,
see app. VII.)

Estimates of Additional
Tax Revenues Depend
on How Many
Additional Workers the
Economy Can Absorb

If retired workers could find jobs that would represent a net addition to
the labor force, the additional taxes they pay would represent a net
addition to tax revenues. However, in 1983, an average of about 1.2 mil-
lion workers in the 50-64 age range were unemployed at any given time.3
About 1.3 million pension recipients did not work during 1983 and gave
"retirement" as their reason for not working. Therefore, it is unlikely
that all of these retired persons could have found jobs without dis-
placing other job seekers. In fact, some of the retired pension recipients
probably represent workers in declining industries or regions, who lost
their jobs and elected to retire when they could not fmd other work.
Research shows that older workers who are laid off are less likely to
find other work and are more likely to retire in places and times when
unemployment is high than in low unemployment areas and prosperous

3Calculated from Empliyment and Earnings, U.S. Department of Labor, Bureau of Labor Statistics,
January 1984, p. 68.
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times.4 Therefore, the ability of the economy to maintain high levels of
employment will affect the number of workers who retire, the number
who can be reemployed, and the additional tax revenues that could be
generated.

Table 4.2 shows a range of estimated additional tax revenues, assuming
on thf low side that as few as 10 percent of retired pension recipients,
and on the high side that as many as 75 percent, could find jobs that
would represent net additions to total employment. Even in times of rel-
atively high unemployment, some retired workers probably have skills
that would allow them to take jobs that would not otherwise have been
filled; the 10-percent figure allows for this possibility. On the high side,
various surveys of retired persons and those nearing retirement age
have found that, at most, about three-fourths (and often far fewer)
expressed an interest in employment.6 Even in an economy with less
unemployment than at present, many retired persons probably would
not want to work. On the other hand, there might be fewer persons who
had retired early after losing long-term jobs.

Table 4.2: Estimated Additional Tax
Revenue If Different Percentages of
Retired Pension Participants Had
Returned to Work in 1983

Dollars in millions; recipients in thousands

Additional revenue (Percent returning to work)
Age 10 26 50 75
50-61 $280 $700 $1,410 $2,110

62-64 270 670 1,330 2000,

Total $550 91,370 $2,740 94,110

Number of
retired

pension
reciplentsa

596

691

1,287

'Pension recipients who gave retirement es reason not worked; excludes recipients who gave health or
disability, unemployment, or home responsibilities as reason not worked.

On the low side, the added tax revenue for workers below age 62 would
be about $280 million and at ages 62 to 64 about $270 million. A max-
imum estimate, under very favorable economic conditions, might be as

"See Shapiro, David, and Steven H. Sandell, "Economic Conditions, Job Loss and Induced Retire-
ment," paper presented at the annual winter meeting of the Industrial Relations Research Associa-
tion, Dallas, Texas, December 1984. See also Sandell, Steven H., Testimony before the Select
Committee on Aging, US. House of Representatives, July 24, 1985.

6In a 1981 poll, about three-fourths of workers age 66 and over said they would prefer woridng part
time to retiring completely. See National Commission for Employment Policy, Older Worker Emplff-
ment Comes of Age: Practice and Potential, January 1985, Washington, D.C., p. 11. On the other hand,
a survey of retirees age 50 to 74 in 1981 found less than 20 percent expressing any interest in
employment. See Parnes, Herbert S., and Lawrence J. Less, "Economics Well-Being in Retirement," in
Retirement Among American Me,n Herbert S. Parnes, et aL (Lexington, Mass.: D.C. Health, 1985), pp.
98-99.
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high as $4.1 billion for the two age groups combined. At present, how-
ever, an estimate at the low end of the range, probably well under $1
billion, would be most realistic.

It should be emphasized that these estimates show only immediate reve-
nues gained. They do not take into account possible future effects of the
retirees' additional years of employment. For example, additional years
of earnings might build up the financial reserves of some workers,
making it less likely that they would later become eligible for Supple-
mental Security Income or other public welfare expenditures. Also not
taken into account are short-term reducems in Social Security expendi-
tures for age 62 to 64 pension recipients who would receive reduced
Social Security benefits. However, since the early retirement adjustment
in Social Security is close to being actuarially fair for those claiming ben-
efits between ages 62 and 65, savings from paying fewer benefits to
workers under age 65 will be offset in later years by larger payments
when the workers retire at older ages. In fact, Social Security expendi-
tures might increase in the future because benefits payable to retirees
also would be larger due to ti possible substitution of additional years
of higher earnings for earlier years of low or no earnings.6

We also did not attempt to analyze secondary effects on the economy
through additional consumer demand generated by the additional
workers. Estimating secondary and long-term effects would require a
full model of the economy and many additional assumptions. One simu-
lation of this kind found that increased labor-force participation of the
elderly led to short-term increases in total unemployment, but an even-
tual increase in the gross national product and hence presumably larger
tax receipts.'

In summary, precise estimates of early retirement costs cannot be devel-
oped because of uncertainties about the extent to which the economy
could absorb additional workers. In addit3on, we lack information about
how much retired pension recipients might be able to earn, what other
sources of income they would have, and what their expenditure and
savings patterns would be if they were working.

13See Blinder, Alan S., Robert H. Gordon, and Donald E. Wise, "Reconsidering the Work Disincentive
Effects of Social Security," National Tax Journal 33, 1980, pp. 431-442.

TOisen, Lawrence, Christopher Caton, and Martin Duffy, The Elderly and the Future Economy (Lex-
ington, Mass.: D.C. Heath, 1981), Chapter 4.
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Our illustrative estimates showed additional tax revenues in 1983 of
about $4,700 for each reemployed pension recipient under age 62 and
$3,800 per person age 62 to 64. If between 10 and 25 percent of retired
pension recipients had returned to work, added tax revenues of $550
million to $1.4 billion could have been generated in 1983, providing that
all those returning to work represented net additions to total employ-
ment. No estimate was attempted of revenues or expenditures generated
by this additional employment beyond this 1-year period.

Page 51
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Chapter 5

Retirement Age Policy Is Evolving to Meet
Changing Goals

The analyses presented in the previous chapters showed that:

The percentage of the population receiving income from employer-
sponsored pensions has increased rapidly at ages younger than 65.
Individuals with pension income have much lower labor-force participa-
tion rates than nonrecipients of the same age and sex.
The resulting earlier retirement represents a potentially significant loss
in federal revenues.

These fmdings, together with expectations concerning an aging popula-
tion, raise questions about the future financing of retirement benefits
for persons who are living longer and retiring earlier. They also raise
questions about federal policy regarding retirement eligibility age.

Ii!ccent legislative changes represent an attempt to reduce incentives for
early retirement and remove obstacles to older worker employment.
Additional changes have also been proposed that would (1) further
remove some of the fmancial incentives to retire early in public and pri-
vate plans and (2) focus on the problems of individuals who must retire
early due to poor health or inability to find work.

Employers Have Found
It Advantageous to
Offer Early Retirement

Until recently, the age of retirement has not been a major issue in retire-
ment legislation. Instead, the primary objective has been to insurean
adequate level of retirement income for the nation's elderly; at times, a
second objective has been to encourage older workers to retire in order
to make room for younger ones.' As the different retirement plans
evolved, both public and private employers added incentives to
encourage early retirement. These were added for a variety of reasons,
including2

the need to cut back on the work force in declining industries er in
perioAs of economic downturn,
the perceived need to open up promotion opportunities for younger
workers,

1For early goals of the Social Security system, see Stein, Bruno, Social Security and Pensions in Tran-
sition, New York: The Free Press, 1980), pp. 16-17, and Schulz, James, "Pensions and Retirement
Policy: The Unemployment Factor," (Brandeis University: The Policy Colter of Aging, mimeo 1985),
PP. 8-10. For goals of legislation regulating private pension plans, see Greenough, William C., and
Francis P. King, Pension Plans and Public PoliCY (New York Columbia University Press, 1976), PP.
59-67.

2Binstock, Robert H., and Ethel Shanas, Handbook of Agizgandthe Social Sciences (New York Van
Nostrand Reinhold, 1985), p. 520.
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the perceived need for retirement incentives in order to avoid legal chal-
lenges to forced retirement or termination,
an interest in maintaining a balanced age structure in the work force,
with an older work force often perceived as less productive and more
costly in terms of compensation and fringe benefits,
union pressures and advantages to companies in offering increases in
fringe benefits rather than wage increases, and
employee preferences, which encourage employers to offer early retire-
ment whenever the above factors come into play.

Examples of the kinds of incentives and options that have been incorpo-
rated in retirement plans to encourage early retirement or discourage
employment beyond the plans' "normal" retirement age are presented in
table 5.1.

Table 5.1: Examples of incentives/
Options That Encourage Early
Retirement

Eligibility
Before Age
65

Men have been able to draw reduced benefits from Social Security at age
62 since 1961 (and women since 1956). The retirement eligiblity ages under
other programs (military at any age sfter 20 years, private and state and
local pensions with reduced benefits often at age 55, full benefits in civil
service at age 55 with 30 years of service, and IRAs, Keoghs, and 401(k)'s
at 59-1/2) have also made it possible for employees to retire early.

Plans That
Offer Larger
Benefits at
Younger Ages

Many plans offer benefits before the normal retirement age that are not
reduced on an actuarial basis. That is, the reduction in benefits is not large
enough to make up for the increased number of years over which benefits
would be received. This results In subsidizing earlier retirement since an
individual would lose pension benefits by working longer. Other examples
of incentives include the rule in many plans that employees are not given
credit for service beyond the normal retirement age when computing
retirement benefits.

ERIPS and
Early Outs

In the 1980's a new device for encouraging retirement, the early retirement
incentive program (ERIP), was added to employer-sponsadd pensions.
Under an ERIP, workers eligible for early retirement are offered additional
benefits to make early retirement even more attractive. Pension plans also
may supplement an individual's pension with additional funds until the
retiree becomes eligible for Social Security. Public employers have also
used "early out" plans in recent years as a means of reducing payrolls
without concentrating layoffs among younger workers.

Work
Disincentives
Under Social
Security

Pension recipients also face financial disincentives to taking a second full-
time job. The Social Security retirement test reduces benefits by $1 for
every $2 in annual earnings above an exempt amount for beneficiaries
under age 65. Although benefits lost in this way may in malty cases be
regained later by the upward readjustment that occurs at age 65 for each
month of reduced benefits, few beneficiaries appear to be aware of this
provision. After age 65 the Social Security system encourages retirement
by giving less than actuarially fair benefits for later retirement.

Our data, presented in chapters 2 and 3, show the impact these different
incentives and options have had on the labor-force participation 0 older
workers. Individuals have increasingly accepted employer-sponsored
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pensions at ages younger than 65, and recipients of employer-sponsored
pensions were less likely to be in the labor force. In contrast, most indi-
viduals not receiving employer-sponsored pensions under age 65
remained in the labor force. These findings are consistent with other
research which has shown that economic incentives in public and pri-
vate plans to retire early, coupled with the size of the pension, are major
determinants of the retirement decision."

Changes in Public
Policy Toward the Age
of Retirement

Even though there has been an ongoing liberalization in pension plans
toward encouraging early retirement, there has also been a rowing
awareness of the increasing cost of financing retirement benefits for
persons who are retiring earlier and living longer. Coupled with a con-
cern over age discrimination against older workers, this has resulted in
certain legislative changes that encourage a greater participation of
older persons in the labor force.

One recent change is the 1983 amendments to the Social Security Act,
which will gradually extend the normal age for receiving retirement
benefits from 65 to 67. This change was intended to increase the labor-
force participation of older workers of the "baby boom" generation as
well as to reduce Social Security costs.' As a result of these amendments,
workers retiring at age 62 will experience a 30-percent reduction in ben-
efits compared to the current 20-percent reduction. Individuals retiring
at age 65 will have a 13-percent reduction compared to no reduction
today.'

These amendments also increased the delayed retirement credit for
workers who postpone retirement beyond the normal retirement age.
Beginning in 1990 delayed retirement credits for employment after age
65 will be gradually increased. Consequently, this disincentive to
employment will virtually be eliminated.' In the same year the rate of

tee Clerk, Robert L, and David T. Barker,
theca, D.C.: Americen Enterprise Institute, 1 1),art.IMIOLIZIVEZII,lash.Retiro.
etiMgriagaNYBLsitrisri:le, MassacihuseGa The MIT Press, 9A84, p. 129; aU

Serial Security' isentdhliglYtiptem Fa 1963, pp. 1-13.
timers& and Shwas, p. 621.

'Myers, Robert J., Mstitkaay (Homewood, IL: Richard D. Irwin), pp. 6041, 291.

frthe delayed retirement =Mt will graduelly increase from the current 3 percent per year to 8 per-
cent in 2008. An actharially fsir increase would be slightly higherbetween 9 and 10 percent. Myers,
1). 95.
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reduction in benefits for each dollar earned above the maximum per-
mitted will fall from one-half to one-third for individuals beyond normal
retirement age. Below this age the rate of reduction in benefits per
dollar of earnings will remain at 50 percent.

The Age Discriminaion in Employment Act was enacted in 1967 to
promote the employment of older persons based on their ability rather
than age and to prohibit arbitrary age discrimination in employment.7 In
1978 the act was amended to raise the age of mandatory retirement
from 65 to 70 for the private sector and for state and local government
employees and to remove the upper age limit for federal employees.

A proposed change which would also affect the employment of older
workers relates to the cessation of the accrual of pension benefits for an
employee after the age of 65. This feature of pension plans has been
criticized as being inconsistent with the 1978 amendments. Specifically,
the Equal Employment Opportunity Commission, which has jurisdiction
of the administrative and enforcement authority under the Age Discrim-
ination in Employment Act, has proposed regulations requiring pension
plans to continue to accrue benefits for workers age 65 and over.8

In addition to the recently enacted legislation for new civil servants, the
Congress is also considering legislation that would raise the normal
retirement age or add disincentives to retire early under the Civil Ser-
vice Retirement System and the military retirement system. The admin-
istration's fiscal year 1987 budget proposed a series of changes in the
current civil service system that would cut costs, including a 2-percent
reduction in benefits for each year an employee retired before age 62.8

Numerous studies have recommended changes to the military retirement
system. Some have specifically targeted the availability of retirement
benefits at 50 percent of active pay after 20 years of service regardless
of age. The 1986 Defense Authorization Act required the administration
to submit legislation to reduce military retirement accrual costs by

7Special Committee on Aging, United States Senate, Developments in Agh33, 1984, Volume 1 (Wash-
ington, D.C.: US. Government Printing Office, 1985), pp. 111-112.

8Special Committee on Aging, United States Senate, Developments in Agintillig Volume 1 (Wash-
ington, D.C.: U.S. Government Printing Office, 1988), pp. 120-122.

90ffice of Management and Budget, !et of the United States Government, Fiscal 1987 (Wash-
ington, US. Government Printing Office, 1988), pp. 5-115-118.
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$2.9 billion in 1986. The Congress is considering the administration's
proposals, which were submitted in November 1985, as well as other
proposals that could affect the age of eligibility for benefits."

Additional options that could discourage early retirement or encourage
older worker employment include

withdrawing the tax-exempt status from private pension plans that pro-
vide retirement benefits before age 60 or that do not provide true actua-
rial reductions for early retirement"
increasing the Social Security delayed retirement credit from 3 to 8 per-
cent before the year 2007, the date currently scheduled in the 1983
amendments;12
eliminating the Social Security earnings test" and
developing new methods for combining the receipt of public and private
benefits with part-time work,"

Proposed Changes in
Pension Programs
Raise Complex Issues

Some researchers predict that most people will choose to accept benefit
cuts rather than delay retirement in response to the 1983 Social Security
Act Amendments." Numerous additional proposals have been made
which could make early retirement more difficult or would encourage
delayed retirement. These proposals, however, raise complex issues.

Long- and Short-Term Goals
May Be Conflicting

At present both public and private employers offer incentives for early
retirement as a means of reducing payrolls, avoiding layoffs of younger
workers, or opening up promotion opportunities. The potential conflict
between these short-term goals and the long-term goals of encouraging
people to work longer can be seen in retirement policies being considered
for federal employees. On the one hand, legislation has been recently
introduced which would, for a limited time, allow employees at any age

"Congressional Budget Office, Redu and Revenue Options (Washington,
D.C.: U.S. Government Printing Office, 19M-Pp: 7246.-

11Shulz, pp. 22-22.

12Older Workers: Prospec Problems and folides (Washington, D.C.: National Commission for
Employment Policy, 1985), p. 6.

13Economic Report of the President (Washington, DC.: U.S. Government Printing Office, 1985), p.
185.

"Older Workers: Respect& Problems and Policies. p. 6.

"Older Workers: Prospes_,ts Problems and Policies, p. 32.
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to retire after 25 years of service, at age 50 after 20 years of service, at
age 55 after 15 years of service, or at 57 after 5 years of service. Annui-
ties would be reduced 2 percent for each year the retirees were under
age 5516

The objectives of this legislation include reducing the federal govern-
ment's civilian payroll in an orderly and voluntary manner, allowing
federal employees to retire early in order to avoid possible adverse
effects of federal budgetary conditions, and providing increased job pro-
tection and career opportunities for federal employees, especially
women, members of minority groups, and young workers.n This legisla-
tive proposal represents a way to cope with short-term needs to reduce
payrolls.

On the other hand, a retirement system for new federal workers hired
after December 31, 1983, has recently been enacted.18 Under this new
system the minimum retirement age will be raised gradually from the
current 55 years to 57 after 30 years of service. Also, automatic cost-of-
living increases will be eliminated for retirees age 61 or younger.
Although this new retirement system appears to be moving in the oppo-
site direction from early out proposals, enacting long-term increases
and, at the same time, short-term decreases in age of pension eligibility
may prove to be the only way to partially reconcile long- and short-term
goals.

If labor shortages develop in the next century as the working-age popu-
lation becomes smaller, there may be less conflict between long- and
short-term goals. It is likely that private employers would then volunta-
rily change their pension programs and employment practices to
encourage later retirement.19 At present some companies that face labor
shortages for specific ldnds of workers appear to have been successful
in offering partial retirement in order to retain the services of valued
workers or in recruiting retired persons to return to part-time employ-
ment.20 Efforts of this ldnd may become more widespread if labor

18S. 2197.

17S. 2197.

18Public Law 99-335.

18Palmer, John L, and Stephanie J. Gould, "The Economic Consequences of an Aging Society." Daed-
alus, Winter 1986, pp. 306-307.

"Older Worker Employment Comes of Age: Practice and Potential. (Washington, D.C.: National Com-
mission for Employment Policy, 1985), pp. 37-45.
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shortages become more common in the future. Many companies may also
discontinue the practice of offering favorable options for early
retirement.

However, even if these actions occur, some economists predict that these
private sector initiatives may not be sufficient to bring about the desired
degree of adjustment in the labor force to an aging population.21Conse-
quently, public policies that focus on an older worker employment
strategy, including continuing education and job retraining, have been
proposed.22

Encouraging Later
Retirement May Result in
Problems for Individuals
Who Are Disabled or
Unemployed

A different concern about maldng it more difficult to retire early is that
workers who retire at younger ages because of health or employment
problems will have smaller benefits than at present. The 1983 changes
to Social Security, for example, will mean lower benefits to individuals
who retire early because they are unable to find work or have health
problems.

Although full Social Security benefits will be available for the severely
disabled who qualify for disability insurance benefits, many persons
have health problems that are serious enough to make continued work
difficult but not serious enough to qualify for disability benefits. Our
analysis showed that among men who did not work in 1983 (both pen-
sion recipients and nonrecipients), health or disability was cited as the
primary reason by 65 percent of those under age 55 and about half of
those age 55 to 61 (see table 3.7).13 In an additional analysis we also
found that in this age range about half of the men and over 60 percent
of women who reported that they were not employed because of health
or disability were not receiving disability insurance benefits in 1984.

Another issue involves older individuals who would like to work but are
unable to find employment. Our analysis found that while most pension
recipients appear to have left the labor force voluntarily, the unemploy-
ment rate for pension recipients age 55 to 61 who remained in the labor
force and were looking for jobs was double that of nonrecipients in

21Palmer and Gould, pp. 308-307.

228chulz, p. 23. Palmer and Gould, p. 321. The American Association of Retired Persons, ØalaUve
19_1L,5 (Washington, D.C., 1985), p. 13.

:kegs than 20 percent of women who did not work during 1983 cited health or disability reasons.
This low percentage reflects the fact that the great majority of women who did not work were
housewives.
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1984. Other research has found that older workers are less likely to lose
their jobs, but when they do, they generally remained unemployed for
longer periods than younger workers. Further, some older workers retire
or drop out of the labor force when they become discouraged about not
finding work.14

There was congressional concern about the effect of increasing the
Social Security retirement age for individuals who, for health reasons or
because they are in physically demanding Jobs, are unable to extend
their working careers. As a result, a provision was added to the 1983
Social Security Amendments requiring the Secretary of Health and
Human Services to study the implications of these changes and develop
recommendations for the Congress as to how to deal with this problem.*
Some economists have also made proposals that address the issue of
how to insure adequate income for persons who must retire early
because of poor health or inability to find work. These include extending
disability insurance benefits to a more broadly defined group of older
persons who have health problems.2Policies that have been proposed
for older workers who have difficulty in finding work include special job
counseling and job finding services tailored to their needs and greater
access to job training programs.27

In summary, legislative changes as well as numerous proposals have
recently been directed at reducing early retirement incentives or
removing obstacles to older worker employment. How important it will
be to adopt further public policies to encourage later retirement will
depend not only on the course of future economic growth, but also on
unforeseeable economic or demographic circumstances that might alter
the current view of what policies will be needed in the next century. In
the short term, however, policies may need to be developed to address
the problems of individuals who must retire early due to poor health or
inability to find work.

"Older Workers: Prospect,a Problems and Policies, pp. 13-14; 22.

25Pub1ic Law 98-21, section 201(d).

26Munnell, Alicia, "Manchu; Options for Social Security." In gy Issues in Work and Retirement,
Herbert S. Parnes, ed. (Kalamazbo, Mich.: The W. E. Up)ohn Institute for Employment Research,
1983), p. 238.

2701der Workers: Prospect% Problems and Policia, pp. 44.
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As you know Congress has made several changes in the past few years to
assure the survival of the Social Security system. One of these changes mandated
by the 1983 amendments was a gradual increase in the retirement age from 85 to
87. It is unclear, however, whether Social Security beneficiaries will delay their
retirement, or will simply continue to ratter rly despite a greater reduction in
benefits.

The Labor Department and Social Security Administration currently project
a continued decrease in labor force participation for older workers. In the past,
this trend toward early retirement has generally coincided with the growth of
private pension plans (which receive favorable tax treatment) as well as post-
retirement benefits, which allow retirement at relatively early ages, such as 55 to
58 years of age. Early retirement is problematic for the Social Security system
because of lost payroll contributions and the otcrease in the support ratio which
will grow in magnitude in the next century as the number of workers is expected
to decline.

The goals of the Committee are to assure both adequate retirement income
to future older Americans as well as employment opportunities for older
Americans who wish to remain in the workforce. Therefore, it is important for
the Congress to have information on the interrelated affects of retirement
benefits and Social Security policies upon the retirement decision. Discussions
between my staff and the staff of the Human Resources Division of GAO indicate
that you have been looking at this issue. I would like to request that you examine
employee benefits and their affect upon the retirement decision. Specifically, I
would like you to examine:

o the incentives and disincentives in private pension plans and
Social Security for both errly and delayed retirement;

o the extent of knowledge of these incentives/disincentives and
their relative impact on the retirement decision and labor
force participation of older workers;
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o the costs to employers and the public (through lost tax
revenues and longer Social Security benefits) of early
retirement incentives;

o the impact of early retirement incentives in private pension
plans on retirement behavior and whether these incentives
result in early retirement;

o the impact of eany retirement incentives on Social Security
and labor force participation of older workers.

I appreciate your initiative in this area and willingness to undertake such an
important study. Please feel free to contact Jorge Lambrinos or other members
of my staff as the stildy proceeds.

ERR:eu

Sincerely,

'-444,44.0( .71?7/4
Edward R. Roybal
Chairman
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Appendix II

Additional Information Relating to the Analysis
of the Current Population Survey

The cPs, conducted by the Census Bureau for over 35 years, is the
source for official goverrunent statistics on employment and unemploy-
ment. It also serves as a vehicle for inquiries on subjects other than
employment. For example, in March each year, the survey collects data
on the sources and amounts of income (including pensions) received
during the previous calendar year.'

The March cPs questionnaire has two parts. The first part requests
information on labor-force status in the week before the questionnaire
was administered and demographic traits as of the day the question-
naire was administered. The second part requests information on
sources of income, including pensions, and also some labor-force partici-
pation information for the previous calendar year. Therefore, our data
on age and labor-force participation are as of March 1974, 1979, and
1984, while the pension and other income data are for calendaryears
1973, 1978, and 1983. As a result, about one-fourth of the 1983 pension
recipients reported as age 65 likely did not reach age 66 until January,
February, or March 1984. Moreover, the cPs data do not show when
people retired or stopped working. Rather, they show how many people
at each age are receiving pension income and their labor-force status.

The as, like most household surveys, underestimates income because
respondents tend to underreport their income. The degree of underre-
porting is higher for transfer income, such as pensions and Social
Security, than for earned income. The Census Bureau's comparisons of
cPs and independent estimates showed that the cPs underestimates the
total amount of pension income by 28 percent. The CPS also underesti-
mates the number of private pension recipients by about 18 percent,
compared to estimates from the first two interviews of the 1979
research panel of the Income Survey Development Program (a pilot
sur vey for sn,P).2 However, the major offsetting benefits of the CPS are
its large sample size, its wide acceptance, and the fact that it permits
analysis of trends over time.

The figures provided in this report are estimates derived from a sample
and projected to the total population. As a result, the data must be

1For a complete description of the CPS data base, including information on data reliability, see
Appendices A and B of US. Bureau of the Census, Current Population Reports, Series P40, No. 148,
Money Income Of Households. Families and Pensions in the United States: 1989 (Washington, D.C.:
US. Government Printing Office, 1985),

2Vaughan, Denton It, T. Cameron Whiteman, and Charles A. Lininger, "The Quality of Income and
Program Data in the 1979 ISDP Research Panel: Some Preliminary Findings," Review of Public Data
ge., Vol. 12, 1984, pp. 110-114.

Page 62 6 3 GA0/111066.6 Early Retirement Thank



Appendix II
Additional Information Relating to the
Analysis of the Current Population Survey

checked for statistical significance. All differences between groups that
are cited in the text have passed a hypothesis test at the 0.06 level of
significance, where a level of significance is the probability of con-
cluding that the parameters are different when they are in fact iden-
tical. A few comparisons that are significant at the 0.10 level are cited
with such phrasing as "some evidence indicates."

We applied the Census Bureau's criterion of reporting proportions or
means only when the weighted population base includes at least 76,000
cases. Measures computed on smaller bases would have large margins of
error. In some cases we combined groups in order to create cell sizes
large enough for meaningful analysis.



Appendix III

Pension Receipt by Sex and Age-1983

Populations and numbers in thousands

Age

Men Women
Total

population
With pensions Total

population
With pensions

Number Percent Number Percent
50 1,066 53 5.0 1,182 26 2.1
51 994 74 7.4 1,084 31 2.9
52 1,080 81 7.5 1,142 zo 1.8
53 1,045 ss 8.2 1,182 36 3.0
54 1,086 77 7.1 1,109 ao 3.6
55 1,079 114 10.5 1,179 66 5.8
56 1,073 149 13.9 1,238 64 5.2
57 1,072 149 13.9 1,176 eo 6.8
58 1,103 174 15.8 1,205 71 5.9
59 994 192 19.3 1,190 eo 6.7
60 973 215 22.1 1,277 124 9.7
61 1,095 269 24.5 1,096 129 11.8
62 1,029 303 29.4 1,166 158 13.6
63 963 323 33.6 1,187 193 16.2
64 884 314 35.5 1,053 171 16.3
65 880 412 46.8 1,073 242 22.6
66 796 406 51.1 1,026 231 22.5
67 835 398 47.7 951 187 19.6
68 748 348 46.3 925 204 22.1

69 751 304 40.4 987 218 22.1
70 676 273 40.4 965 228 23.6
71 and over 6,063 2,416 39.8 9,617 1,805 18.8



Appendix IV

Younger Pension Recipients Are Primarily
White, Male, and Have at Least Completed
High School

Table IV.1 summarizes the characteristics of pension recipients in each
age group. While men are the predominant recipients of pension income
compared to women at all ages, this is particularly true in the younger
age groups. For example, 67 percent of all pension recipients between
the ages of 55 and 61 axe men. The smallest proportion of male pension
recipients is in the group age 65 and older, but that does not reflect more
equality in pension receipt between older males and females than
between younger individuals. (As figure 2.1 showed, women of all ages
receive pensions at slightly less than half the rate of men.) Rather, the
larger proportion of female pension recipients in the oldest group is due
mainly to the fact that there are many more women than men in the 65
and older age group.

Whites compose the vast majority of pension recipients across all age
groups, followed, in order, by blacks and persons of Spanish origin.
Whites have the greatest majority in the 65 and older age groups. In
contrast, blacks have their highest proportion of recipients hi age
groups under 62. It is unclear whether this pattern stems from higher
coverage rates among younger blacks than among older blacks or from
earlier retirement among blacks who have pensions. The relatively high
proportion of individuals of Spanish origin among the pension recipients
under age 55 is not statistically significant.

Individuals without a high school diploma are a smaller proportion of
pension recipients under age 65 than of those over 65. However, this
difference is probably due to lower levels of high school completion
among the older population. As shown in table 2.3, persons without high
school diplomas have the lowest rate of pension receipt at all ages.

Looking back to 1973 shows that little change had occurred in the
gender distribution of pension recipients except that the proportion of
females in the small group of recipients under age 55 increased by
almost 50 percent by 1983. The proportion of black pension recipients
increased significantly for those age 55 to 64, particularly in the 62 to
64 group, where the proportion nearly tripled. Pension recipients at all
ages had more education in 1983 than in 1973 (smaller proportions
lacked a high school diploma). Throughout the 10-year period, younger
recipients were more likely to have completed high school than those
over 65.



Apgendix Per
Younger Pension Recipients Are Primarily
White, Male, and Have at Least Completed
High School

Table IV.1: Characteristics of Pension Recipients- 1973, 1978, and 1983
Numbers In thousands; characteristics In percents

Age Number
Sex

Race No high
school

diploma

High school
plus or
some

college
College

graduaieWhite Black
Spanish

origin'Male Female
1983:

50-54 522 71.0 29.0 90.7 7.9 4.8 20.3 63.9 15.8
55-61 1,879 67.2 32.8 89.1 8.9 1.6 26.7 55.7 17.6
62-64 1,463 64.3 35.7 92.5 6.5 1.4 27.0 57.1 15.8
65 and over 7,672 59.4 40.6 94.6 4.6 1.3 39.4 43.7 16.9
Total 11,538 61.8 38.2 93.2 5.7 1.5 .34.8 48.3 16.9

1978:
50-54 459 75.5 24.5 90.6 8.7 1.9 25.9 62.5 11.6
55-61 1,390 72.7 27.3 92.3 7.3 1.6 29.8 54.4 15.8
62-64 1,068 64.9 35.1 93.3 6.2 1.0 38.8 46.7 14.5
65 and over 5,689 59.2 40.8 94.8 4.1 1.0 46.0 37.0 17.0
1973:

50-54 295 80.6 19.4 94.3 5.7 2.6 24.8 67.9 7.3
55-61 757 64.7 35.3 94.2 5.5 2.1 35.1 47.6 17.4
62-64 599 61.6 38.4 97.5 2.2 1.0 46.2 37.3 16.5
65 and over 3,719 62.5 37.5 95.6 3.7 0.9 53.7 30.5 15.8

'Persons of Spanish origin may be of any race.



Appendix V

Younger Retirees Have Larger Pensions Than
Older Pension Recipients

Table V.1 shows the proportions of pension recipients receiving dif-
ferent amounts of pension income.1 Overall, less than 25 percent of male
pension recipients and less than 10 percent of females received more
than $10,000 in benefits in 1983. More than half of men and almost
three-fourths of women received less than $6,000 in annual pension
benefits.

Table V.1: Distribution of Pension
Recipients by Sex, Age, and Pension Number In thousands
Amount-1989 Number of Percent of recipients by range of pension income

Sex and pension $10,000-
age recipients 91,000-5,999 98,000-9,999 14,999 915,000+
Men:
Total 7,129 53.5 21.9 12.0 12.7
50-54 371 24.9 32.3 22.7 20.1
55-61 1,261 32.0 29.4 19.9 18.8
62-64 940 42.6 23.9 15.5 18.1
65 and over 4,556 64.0 18.5 8.2 9.4
Women:
Total 4,407 74.3 16.3 7.0 2.5
50-54 152 71.8 16.3 8.8 3.1
55-61 617 64.9 23.3 7.4 4.4
62-64 523 72.9 18.5 6.3 2.4
65 and over 3,116 76.4 14.6 6.9 2.1

Benefits varied with age; only one-fourth of male pension recipients age
50 to A and one-third of those age 55 to 61 received less than $6,000,
compared to nearly two-thirds of men age 65 and over. Significantly
larger proportions of male pension recipients under age 62 received
$10,000 or more in benefits as compared to recipientsage 65 and over.
Among women, there was less variation in the distribution of benefit
amounts by age. Less than 12 percent of women who received pensions
received more than $10,000 in benefits regardless of age.

Several reasons for the variation hi pension income with age have been
suggested.2 In many pension plans that are integrated with Social

1The pension amounts may be eomewhat understated, especially for recipients under age 66, because
some people may havejust begun receiving benefits in 1983. The amounts of pension income reported
by such people would not be their true annual benefits. Moreover, this problem would be more preva-
lent among younger pension recipients, which suggests that the true differences betweenyounger and
older pension recipients may be even greater than those shown.

21Cotlikoff, Lawrence J., and Daniel E. Smith, Pensions in the American Economy (Chicago; Nadonal
Bureau of Economic Research, 1983), p. 107.
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Appendix V
Tonnage Redress Have Larger Pension. Than
Olds: Pandas Rea Wont.

Security, pension benefits are reduced when the recipient begins
receiving Social Security benefits.s Older pension recipients would be
more likely to receive Social Security and, thus, have their private pen-
sion benefits reduced. Due to the lack of indexing, the value of many
pensions of older recipients, particularly those who are likely to have
been receiving benefits for many years, falls behind the benefit levels of
younger, more recent pension recipients. Also, older recipients may have
had lower earnings during their working years in real terms (inflation
adjusted) than more recent, younger benefit recipients.

The lower pension benefit levels of women may stem from a number of
factors. Women have lower earnings, on average, than men, which is
reflected in their pension benefits. Many women entered the work force
late, or interrupted their careers, and, thus, did not accumulate years of
service comparable to the years accumulated by men of the same age.
As a result, the average women's pension benefit amounts will be lower
than men's benefit levels at a given age. Moreover, many women are
receiving survivors' benefits, which tend to be lower than retirement
benefits.

3A pension plan is said to be "intevated" if the benefits or contributions are coordinated with those
under Sodal Security. Hatch, Sarah P., Richard Burkhauser, and Joseph Quinn, Finandal Retirement
Incentives la Private Penske% Plana (Washington, D.C.: Urban Institute, 1982), p. 75.



Appendix VI

Employment-To-Population Ratios for Pension
Recipients and Nonrecipients by Sex and
AgeMarch 1984

Six and age
Pension recipients Non-

roolpiontaTotal Civilian Military
Man:
50-54 64.8 38.5 86.9 85.1
55-61 37.4 30.6 62.3 78.9
62-64 17.9 17.0 25.7 58.3
85 and over 10.4 9.9 17.7 19.9
Woman:

50-54 41.8 42.3 a 58.4
55-61 25.1 25.3 ' 47.4
62-64 18.6 18.9 ' 29.7
65 and over 6.0 6.0 ' 7.8

'Base population is less than 75,000.



Appendix VII

Methodolov for Developing Revenue Estimates

Our estimates shown in chapter 4 should be considered as illustrative
only. Our earnings estimates are based on as data on the earnings of
pension recipients who continued to work. However, the earnings poten-
tial of those who chose not to work was probably lower than this
average by some unknown amount. Even if we could estimate potential
earnings of retired pension recipients, we have no detailed information
about their other sources of income, number of dependents, or expendi-
tures, all of which would affect the amount of additional income tax
they would owe.

Estimates of additional income taxes were made in the following way.
First, income taxes of nonemployed pension recipients were estimated
for persons with two exemptions at the average level of income of
nonemployed pension recipients in each sex-age category in the as.
Total income for each group was converted to adjusted gross income by
subtracting the average adjustment taken in 1983 in that income group.
Average taxes were calculated using rates from IndividuIncome Tax
Returns 1983, Internal Revenue Service, Statistics of Income Division,
November 1985, table 2.3, for persons with two exemptions. Agjust-
ments to income were calculated from table 1.4 of the same publication.

Average earnings of employed pension recipients were next added to the
income of nonemployed pension recipients. ter subtracting the
average acklustment to income at this new income level, average taxes at
this new level were calculated. The additional income tax that would be
paid was the difference between taxes at the new level and the original
level of income. (Original income levels and additional earnings are
shown in table VII.1.)

Table VII.1: Income of Nonempioyed
Pension Recipients and Earnings of
Employed Pension Recipients-19830

Income of Earnings of
nonemployed employed

pension pension
Sex and age recipients recipients
Men:

50-54 $22,945 $21,641

55-61 21,669 18,154

62-64 23,724 14,172

Women:

50-54 18,033 11,921

55-61 22,328 8,820

62-64 22,376 8,736

'Source: calculated from the March 1984 CPS.
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The reason for using average taxes for persons with two exemptions
instead of average taxes for the entire population is that exemptions
tend to increase with income over the range of income covered by the
estimates. It is unlikely that many pension recipients would acquire new
dependents when they return to work; this source of bias can be elimi-
nated by holding the number of exemptions constant. The great majority
of male pension recipients are rnitrried and would have at least two
exemptions; in fact, the average number of children under age 18 among
married couples in these age ranges is 0.8 at ages 45-54 and 0.2 at ages
55-64.1 Therefore, two exemptions may slightly underestimate the
average number for men. On the other hand about half of retired female
pension recipients were not marriedin fact, many at the younger ages
are receiving survivors' benefits. As a result, their average number of
exemptions may be slightly under two.

Even after holding the number of exemptions constant, use of average
tax rates probably continues to underestimate the amount of additional
taxes that would accrue at any particular level of additional earnings.
This is the case because deductions also increase with income. Some of
this increase in deductions should indeed be taken into account; for
example, deductions for state and local income taxes, sales taxes, work
expenses, and charitable contributions could all be expected to increase.
However, in the age group we are considering, increases in mortgage
interest and property taxes are likely to be smaller than the average
shown at increasing levels of income in the tables used for calculating
average taxes.

An alternative method of calculating additional income taxes is to use
marginal tax rates, but these vary by filing status, which is unknown.
To test the sensitivity of the income tax estimates, alternative estimates
were made using marginal rates. In this case, average taxable income
was calculated for the original income level of pension recipients, using
average adjustments to income shown in table 1.4 of Individual Income
Tax Returns 1983 and average taxable income at each level of adjusted
gross income from table 1.1 of that publication It was then assumed
that additional taxable income would equal 90 percent of additional
earnings, the other 10 percent of earnings being additional deductions or
adjustments to total income. All married respondents were then
assumed to file jointly; a third of unmarried male respondents and half

1U.d. Bureau of the Census, Cument Population Reports, Series p-20, No. 388, Household and Family
Characteristics, March 1983 Table 3; Issued May 1984.
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of unmarried female respondents were assumed to be heads of house-
hold at ages 50-54; the remainder were assumed to be single. The pro-
portions that were heads of household were assumed to be one-fourth
for males and one-third for females at ages 55-61 and one-fourth for
both sexes at ages 62-64.

Table VII.2 shows the results of using these two methods of income tax
calculation, together with the effects of varying the assumption that the
additional earnings of retired pension recipients would be the same as
that of pension recipients who were still working. As we expected, using
marginal tax rates produces somewhat larger estimates than using
average tax rates. However, in using the marginal rates, we may not
have adequately allowed for increasing deductions as income increases.
In any event the income tax estimates are within 30 percent and the
total estimates are within 20 percent of the estimates shown in the
chapter. When Social Security taxes are also considered, the level of
earnings that retired persons could obtain increases in importance. If
earnings of retired pension recipients were 20 percent lower than those
of employed recipients, the estimates in the chapter might still be too
high. Taking the extremes of the estimates in table VII.2, the range of
additional tax revenue is between $450 and $650 million if 10 percent of
retired pension recipients returned to work and between $1.1 and $1.6
billion if as many as 25 percent returned.

Table VII.2: Estimates of Average
Additional Tax Revenue per Person If
Retired Pension Recipients Had

Using average Income tax
rates Using marginal tax rates

Returned to Work, Using Various Tax
and Earnings Assumptions

Age 100%b 80%b 100%b 80%b

Income tax:
50-61 $2,800 $2,300 $3,600 $2,700
62-64 2,300 2,000 2,900 2,200

Social Security tax:
50-61 1,900 1,500 1,900 1,500

62-64 1,500 1,200 1,500 1,200

Total tax revenue:
50-61 4,700 3,800 5,500 4,200

62-64 3,800 3,200 4,400 3,400

aMen and women combined.

bEarnings of retired pension recipients returning to work as a percentage of earnings of employed pen-
sion recipients.



In addition to the estimates already discussed, we looked at another
alternative in which retired pension recipients were assumed to have
remained on their former jobs. In this case we assumed that their earn-
ings would have been the same as those of other workers in the same
age group who did not receive pensions. If they had remained on their
former jobs, the income gain from earnings would be partially Afset by
the loss of the pension. Calculations of average tax rates were made in
the manner previously described for pension recipients who returned to
work. The results of these estimates are shown in table VII.3. Because
total income gains are smaller due to loss of the pension, additional
income tax revenues are smaller than in the case of pension recipients
returning to a new job. However, since average earnings are higher
among workers who do not receive pensions, Social Security taxes are
also higher. These opposing effects yield total tax revenues that fall
within the range of estimates presented for pension recipients who
returned to work.

Table VII.3: Estimates of Additional Tax
Revenues per Person if Retired Social
Pension Recipients Had Remained at Age Income tax Security tax Total
Work and Not Accepted a Pension 50-61 $2,2nr $2,400 $4,600
1983 62-64 2 ,, 2,2Cn 4,300
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